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I. Introduction:

Origin of the Project

There is a statement in The Koran — that sacred
book of the Mohammedans — which reads:

"If you don’t know

where you are going, any road will get you there."
It is relatively simple for an individual to adopt
the counsel implicit in that quotation.

It is far less easy

for a group, an organization or a profession to act upon it —

though the difficulty is hardly an excuse for not even attempt
ing to develop a unifying set of clear-cut goals.
The task of establishing such goals can entail a

formidable exercise in logic.

It may well be one of the

prime responsibilities of leadership; but the objectives
chosen by the leaders can rarely be achieved unless a "con
sensus " in support of them is promoted among all those who

must strive for their attainment.
How does one begin such a task?
A simple way — though, admittedly, not the only

way — is to examine the various paths being followed by
members of a group — even though some of them may not be at
all confident about the wisdom of their choice.

Indeed, like

Stephen Leacock’s gallant knight, a few of them may have
mounted their steeds and ridden off in all directions — thus

befuddling any observer about their intended destination.
Yet it is still enlightening to chart the courses

being pursued by members of a group — particularly by its

acknowledged leaders.
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This is a report on just such a review.

It began more than a year ago when a member of the

Institute’s executive committee near the close of one of its
meetings spent some time lamenting what he called "a growing

credibility gap" between the public and the accounting pro
fession.

He made these observations:
"The accounting profession is at the most crucial
point in its history. There is a gulf of misunder
standing between the profession and segments of the
investing public, credit-granting public, financial
press and, indeed, within the profession itself . . .

"Whether we like it or not, millions of readers
of financial reports directly associate the CPA with
the financial statements . . . Many of them believe
that (1) the accountants prepared the statements, (2)
that the statements are highly accurate and (3) if for
any reason, including management malfeasance, the
statements are inaccurate, the accountant should be
held responsible. Many of us believe that (1) we did
not prepare the statements, (2) the statements are a
fair presentation involving areas of judgment and
reliance on company representations, and (3) that we
should not be responsible per se for "inaccuracies"
some of which may have been caused by corporate mal
feasance, and were not due to negligence on the part
of the accountant . . .
"It is far better to meet the issue head-on at
this time. If the public thinks we are doing some
thing we are not doing, they should be told. If the
public thinks that we should be doing something we
cannot do, they should be told. If we do not state
in plain and simple language the nature and limita
tions of our ability to report on financial state
ments, someone may advise us in precise terms what they
expect of the accounting profession."

No one on the executive committee knew quite what

to do with this Jeremiah in its midst; but his lamentations

continued to trouble the staff.

We discussed at length his
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impassioned plea for a candid reappraisal of the profession’s
current state, and then, in the hallowed tradition of staff

people, we produced a memorandum.

(A copy is appended to this

report as Appendix A.)
The memorandum reviewed the criticism (printed and

oral, inside and out) directed at the profession — flexi

bility of reporting standards, the pace of progress in re
solving technical issues, the extension of legal liability,
the independence of auditors, etc.
It concluded with a series of questions —- many of

them designed to challenge some of the "conventional wisdom"
of the profession.

It also suggested that, as an initial

step in undertaking a basic reexamination of the profession,
some of its prominent leaders should be consulted to determine

whether they regarded the criticism as genuinely disturbing;
whether, in their view, it was justified in any degree and,

if so, what might be done about it; whether the profession

was united in its objectives or beset by internal quarrels

which in themselves might constitute barriers to further pro
gress.

I was volunteered to conduct this inquiry among a

representative group of leaders.
Since last winter, I have conferred with sixteen

members — the managing partners of most of the large firms
as well as partners and proprietors of practice units of
varying sizes.

The interviews have lasted from four to

-4twelve hours.

At the conclusion of each, a memorandum was

drafted summarizing the conversation and cleared with the

participants.

These documents (which must contain around a

100,000 words) have been utilized in the preparation of this

consolidated report.
It obviously has some severe limitations.
First of all, it is based on relatively few inter

views — free-wheeling interviews which followed no set
pattern that might have generated some quantitative data.

Even if the inquiry had been conducted in a more structured
manner, it could hardly have produced information of any
statistical validity in terms of reflecting the broad span
of membership opinion.

Moreover, although those interviewed

can fairly be described as a representative group of the pro

fession’s leaders, I would not claim for them —- they would
certainly not assert such a claim on their own behalf —

that they have a monopoly of wisdom.

Indeed, since they

disagree with each other, it may be difficult to determine

which views provide the wiser insights.

The report has another defect.

In an effort to

reduce it to manageable proportions, I have done less than
justice to the perceptive comments of these responsible
members of the profession.

It seems likely that I have not

even begun to suggest the range of their interests, the depth

of their concerns, or the intensity of their dedication —

regardless of their differences -- to the welfare of the

profession.

-5Diogenes once defined hope as "the dream of a wak
ing man”; he might have added that fear could be called the
nightmare of a waking man.

In a sense, throughout this series of interviews,
I have been engaged in collecting the dreams, as well as

the nightmares, of waking men.

And both are significant, for

even their fears reflect their commitment to the profession -

a determination to help in realizing their highest aspira

tions for it.
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1. Publicity and Public Attitudes
Most of the interviewed leaders are not unduly
alarmed by the recent increase in press attention accorded

to the profession even though some of it has been highly
critical in tone.

Like everyone else interested in the profession’s
welfare, they are naturally concerned about this develop
ment; but they caution against an over-reaction to it.
They attribute the criticism to a number of factors.

It is, in their view, an inevitable reflection of
the growing significance of the work performed by CPAs —- or,

at least, a growing recognition of the importance of their
function in society.

Since the profession is now deeply in

volved in the public arena, they contend that it cannot hope
to escape from a continuing and an occasionally hostile
scrutiny from a number of quarters.

Others among the interviewed group suggest that the
criticism is less the result of failures on the part of the
profession than of the journalists’ desire to produce "good

copy" -- i.e., stories which colorfully present incidents of

dramatic conflict -- even if some of the conflict has to be
exaggerated or manufactured for the occasion.

They suspect,

too, that the reproving tone of some of the press coverage

mirrors "the spirit of the times."

Every significant in

stitution — indeed, every individual in a position of

-7authority or influence -- has become the target of criticism

which often degenerates into abuse.

CPAs have no reason to

assume that they alone will be excluded from this sweeping

denunciation of the "establishment."
A number of the profession’s leaders also feel that
the financial editors themselves ought to be subjected to
some criticism because the reporters assigned to cover events

Involving the profession often lack the training and back
ground to perform their journalistic tasks with any distinc

tion.

Moreover, the resulting stories frequently emphasize

the apparent deficiencies of the profession -- probably, as

indicated earlier, because this produces more colorful and

thus more readable items.

They rarely acknowledge the pro

fession’s achievements even when it clearly deserves to be

applauded for striving to eliminate the defects which have
been so stridently denounced by the press.

One of the consulted leaders took note of another

element in this situation.

Any analysis of the import of

the press criticism, he argued, should take into account the

likelihood that many of the stories are merely echoing prior
commentaries.

Faced with a new development in accounting,

the reporters may often repair to the office "morgue” and
resurrect the old stories — using some of the previously

published material to display their talent for placing the
latest incident in the context of history.

Thus, in con

siderable degree, they may be simply engaged in playing new

-8variations on some old themes.

If this possibility is not

kept in mind, the volume of criticism may be exaggerated and

too much significance assigned to it.
The interviewed leaders generally welcome every

practical effort to disabuse financial writers of their mis
conceptions about the auditor’s role and to expand their knowledge
of accounting — e.g., the press seminars organized by the

Institute’s public relations staff.

However, they recognize

that, in the light of the Institute's limited resources, an

instant and total enlightenment of the journalistic fraternity

is simply not feasible.

Nor, indeed, may such an all-out

effort by the profession be required.

The press itself,

realizing the social significance of the work performed by
CPAs, may take the initiative to increase its competence to

cover this news sector -- and there is some evidence that
this is already occurring.
But not all of the consulted leaders are content

to leave this educational mission to the Institute.
One of them, indeed, is convinced that some of the

press criticism can be traced to the "maladroit" efforts of
the organization to obtain publicity for the profession.

He

is particularly incensed by statements issued by prominent
members of the profession -- including key staff executives -—
which, in his view, may have given outsiders the impression

that the profession has been derelict in its duty and per
mitted, if not encouraged, a general deterioration of
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financial reporting standards.

-

This down-grading of the pro

fession by those who might reasonably be expected to defend

it is not merely a form of disloyalty; it may have created an

impression of total disarray in the area of financial report
ing which is simply not justified by the facts.
On the other hand, this critic of the Institute’s

earlier public relations endeavors suggests that the organi
zation may also have erred in asserting exaggerated claims on

behalf of its members and thus promoted public misconceptions
about the infallibility of CPAs and the limitless benefits to

be derived from independent audits.

He does not believe that

these misconceptions can be eradicated by any massive public

relations campaign via brochures, films, press releases and
speeches.

In his view, it would be difficult to command

attention for such an institutional campaign from run-of-the
mill investors; moreover, an effort to create wider understand
ing of the human fallibility of CPAs and the inherent limita

tions of their art might only appear to be an attempt to escape
from responsibilities which ought to be assumed.

He believes

that members of the profession should be enlisted in this

crusade to disabuse the public of its illusions about the

precision of accounting because he is convinced that they
would be far more effective than any artisans of public rela

tions.

They not only have an attentive audience in their

clientele; they can tell the story in a way which will be

more persuasive than the manner required for any official
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explanation.

The role of the professional societies, in his

opinion, should be largely confined to equipping their members
to perform this missionary task.
In assaying the various factors involved in produc

ing an upsurge in critical press coverage, several of the
interviewees suggested that it may have been inspired in

part by the outspoken opposition of some business executives
to specific measures designed to improve standards of finan
cial reporting.

The profession, in the eyes of these leaders,

faces a cruel dilemma here.

If it adopts strong positions

on accounting presentations which may have an immediate ad
verse effect on the reported earnings of influential corpora

tions, it is certain to be challenged -- and the challenges
will be couched in language which inescapably may call into
question the capacity of the profession to resolve these

technical issues.

Yet if it takes a moderate stance or

settles for a small step in the right direction in order to
achieve a measure of progress, it may be indicted

craven retreat from high principle.

for a

In discharging this

onerous responsibility of seeking improvements in financial

reporting, the profession -- in the eyes of these leaders -cannot hope to win the acclaim of all concerned -- and would
be well advised to cease expecting it.
This does not mean, however, that those who adopt
this view would discourage the profession from striving to

persuade all those involved in the financial reporting pro
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cess to make responsible contributions to the work of the
Accounting Principles Board.

Several of the interviewees,

for example, praised the symposium on financial reporting at

Seaview, N. J., attended by representatives from such organi
zations as the Financial Executives Institute and the

Financial Analysts Federation.

This, in their judgment,

was a highly successful undertaking if only because it re
vealed a broad agreement among those in attendance that the

APB was the most appropriate instrument for achieving improve
ments in financial reporting.

It was suggested that addi

tional conferences of this type -- perhaps including some
knowledgeable financial editors and writers —> ought to be
conducted on a regular basis to promote understanding of the

APB’s fundamental mission and its approach to current report
ing problems.

The composure of some of those interviewed in con

templating the adverse publicity reflects a basic scepticism
on their part about the influence of the press.

They believe

that most intelligent people, particularly those within the

business community, have a lively suspicion about the accur
acy of most news reporting — a suspicion born of their
awareness of distortions and errors which occur in stories

covering events with which they are thoroughly familiar.
Moreover, those who view the criticism with equanimity sus

pect that the average reader lacks sufficient background
to understand the accounting issues in dispute.

The
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man-in-the-street may react to the indictment of a CPA for
attempting to bribe an IRS agent -- and such stories doubt
less cast a shadow upon the whole profession; but a challenge

to the variations in the handling of depreciation probably

registers with only a relatively few people.

In general, the consulted leaders of the profession
fail to detect any marked decline in its reputation.

On the

contrary, they insist that all evidence indicates that the
general acceptance of CPAs has never been higher.

One often-

cited measure of that enhanced respect is the spectacular
growth in the practices of most accounting firms —■ a direct

result of the increasing frequency with which business, govern

ment and others are relying upon the skills and integrity of
CPAs.

It must not be inferred from the preceding para
graphs that such serenity was displayed by all who were con

sulted.
Several of them revealed a strong sense of fore
boding.

This can be indicated by quoting sections from five

of the memos prepared after each interview:

1.

"Mr. —- -— suggested that a ’credibility gap’
has developed between the profession and the
public — a gap which is continuing to enlarge.
The evidence of this growing scepticism can be
found in critical stories in the financial press
which reveal, almost in tones of shock, the high
degree of 'flexibility’ in reporting standards
and which imply a degree of connivance on the
part of CPAs in the issuance of misleading finan

- 13 cial data. . . The existence of a ’credibility
gap’ is also disclosed in the increasing number
of liability suits which suggest that the aver
age citizen feels betrayed because his assump
tions about the precision of accounting and the
infallibility of CPAs have proved invalid. So
phisticated observers in the business community
have had no such illusions.
They know that
accounting is an art form based on evolving
man-made concepts which cannot produce absolutely
accurate results; and they know that CPAs are
not all-knowing seers -- or even a brave band
of knights in shining armor. But the miscon
ceptions of the vast majority of our citizenry
regarding the role of auditors and the scope
and nature of their responsibilities constitute
a dire peril for the profession."
2.

"Mr. ----- thought some of the criticism
related to the profession’s leisurely pace in
resolving issues of accounting principles was
fully justified, but that it might have the
salutary effect of stimulating faster progress.
More importantly, he felt that the press atten
tion was a natural by-product of the emergence
of CPAs from relative obscurity. He pointed
out that the profession was now, very slowly
and belatedly, reaching decisions which had a
material effect upon the economic well-being
of a good many people, and that it should not
be surprising that it was being subjected to
a much sharper scrutiny by outsiders. . .

"However, he was quick to note that he did
not wish his acceptance of criticism to be in
terpreted as complacency. In his view, if the
profession is to flourish, it would be wise for
CPAs to consider the criticism as a symptom of
dissatisfaction with the profession’s perfor
mance and to resolve to improve that perfor
mance. . .
"He acknowledged that democratic organi
zations have inherent weaknesses in resolving
issues in a timely fashion; often the solutions
must be imposed upon them by external forces -e.g., safety legislation on the automobile
industry. But an imposed solution, often de
vised in haste to meet a situation which should
have been anticipated, can be faulty.
It can,
in fact, result in a reduction of public re-
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spect for those who had the responsibility to
take timely action and failed to do so. He hoped
that this lesson had not been lost on the account
ing profession. . ."
3.

"Mr.
— argued that the informed public
---is obviously concerned about the profession’s
laggard pace in establishing standards to be
used in judging the fairness of financial
representations; and, in the absence of a
reasonable performance in discharging that
obligation, no amount of favorable publicity
initiated by the Institute is likely to do
much good. . ."

4.

"Nor is Mr. ——- critical of the critics.
He is convinced, based on his own familiarity
with practice, that there is considerable
justification for the complaints about the
profession’s performance. No amount of public
relations mumbo-jumbo can redeem its reputation.
The cracks in the profession’s structure cannot
be merely covered with wallpaper; a fundamental
reformation is required. . .

"In his view, too many accounting firms are
applying a double standard of morality in their
work. They are extremely high-minded — and
loudly proclaim their virtue — in serving com
pliant clients who are anxious to utilize the
best standards of reporting; but they achieve a
remarkable degree of flexibility in accommodat
ing themselves to the wishes of the resistant
client. The ’go-go’ managements of recent years
could hardly have prospered without the use of
accounting ’tricks’ — reporting strategies of
dubious merit which were adopted with the con
currence of their auditors.

"In the light of this record, the public
has some grounds for suspecting that CPAs appear
more concerned about retaining their clients than
in protecting investors from misleading financial
reporting. . ."

5.

"At the same time, Mr. ——- hopes that the
profession’s response to the present situation
will be creative in nature -- that it will regard
the criticism as an opportunity to improve its
over-all performance. For he believes that
some of the criticism, especially the rebukes
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implied in the press coverage of certain lawsuits,
has been warranted to some degree by lapses in
audit practice or in professional judgment.
"He is particularly concerned about revela
tions of highly suspect ’insider' transactions,
and he fears that the profession needs to sharpen
its techniques for analyzing the true character of
these events and for communicating them effectively
to those who are entitled to receive such infor
mation.
Indeed, he suggests that some of the
language presently being used to convey the in
formation can hardly be described as straight
forward; it occasionally appears to have been
designed solely for the purpose of providing an
advance defense against any future legal challenge.
This, in his view, may not involve any departure
from existing reporting standards; but he con
tends that it is not consistent with the true
spirit of a CPA’s basic mission. These infre
quent incidents of inadequate disclosure could
in the long run erode public confidence in the
integrity of the profession. . . ."

On balance, however, the views of the majority of
interviewed leaders can be summarized in these terms:

The criticism — even though some of it may be mis

guided and some of it even malevolent in purpose — has been
a useful goad to the profession to improve its performance in
a number of crucial areas — including an acceleration of its
efforts to eliminate needless variations in financial report

ing practices.

This beneficial effect ought to be a source

of some solace.
The publicity, moreover, is an Inevitable by-product

of a dramatic

change in the visibility of the profession; it

has emerged from the shadows into the limelight as a social
force of considerable significance.

If there is a shocked

tone to some of the criticism, it may reflect the disillusion
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ment of people who, knowing little or nothing about the pro
fession, once assumed that it was infallible and who now,
having acquired a higher degree of sophistication, recognize

that the profession has some human failings and that the
accounting art has some inherent limitations.

This is merely

further proof that a little knowledge is a dangerous thing -—

and that the enlargement of knowledge can initially produce

discomfort.

But a more realistic understanding of the pro

fession on the part of the public is surely a healthy develop

ment — and one that ought to be welcomed.
In any case, CPAs are going to have to learn to

accept criticism with a greater measure of composure — even
when, in keeping with the usual practice of journalists, it
is couched in a slashing style.

Above all, the profession must not over-react to
the criticism -- donning sack-cloth and ashes in an excess of

humility, or disregarding the challenges as unworthy of con

sideration, or rushing into reforms with a haste which will
virtually guarantee mistakes.

If the profession will avoid these errors in

responding, it need not be greatly troubled about its

future.

2. The APB and Accounting Research
The interviewed leaders of the profession are gen

erally satisfied — with varying degrees of enthusiasm — with

the over-all performance of the Accounting Principles Board
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in recent years.
Those who have been able to view it at close quarters —

either as members of the Board or as observers at its meeting

during a term as president of the Institute — are particularly
impressed by the dedication exhibited by those who have served
or are now serving on the Board.

One of the men interviewed made these observations

based on his own tour of duty on the APB:
"There is a marked difference — a day-andnight difference — between the atmosphere on
the APB at the beginning of my service and at
the present time.
"This is in part due to stronger and more
effective administrative leadership both from
recent chairmen and from the staff. In addition,
I think the APB was strengthened when the top
technical partners of most of the major firms
replaced their managing partners on the Board.
The latter, in my view, are ordinarily less
flexible in their approaches to accounting
issues; but, perhaps more importantly, they
are almost certain to be distracted by the
multitude of duties assigned to them as the
chief administrative head of their firms.

"Above all, I believe that the improved
environment within the Board can be traced to
a new spirit of cooperation born of earlier
adversity — a common desire to get the job
done at the earliest possible date and in the
best possible way. The motivation which inspires
this new attitude may not be noble. It may
simply be a realistic decision prompted by re
membering Ben Franklin’s advice to the signers
of the Declaration of Independence:
’We must
all hang together, or assuredly we shall all
hang separately.’ The reason for this new
spirit, however, is less Important than the
fact of its existence.

"This does not mean that Board members are
fully united in their approach to its mission.
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There may be little or no sympathy for the
extreme positions which were once described,
with a simplicity which did less than justice
to either side, as uniformity versus flexibility.
No one subscribes to the doctrine that management
should be totally free to determine its report
ing practices; nor does anyone accept the notion
that iron-clad rules should be formulated to
govern the handling of every conceivable trans
action. In my judgment, Board members occupy
the middle ground between these extremes. They
are all committed to the goal of enhancing com
parability by the elimination of needless var
iations in financial reporting — an objective
which was once defined by Robert M. Trueblood
as 'making like things look alike, and unlike
things look different.'

"The Board members do differ, however, in
appraising the urgency of their mission, in
evaluating the importance to be attached to
current practices, in weighing the relative
value of logic and practicality, and in their
willingness to subordinate individual prefer
ences in order to permit a collective decision. "
Another of the interviewees in a position to assess
the attitudes of Board members made these comments:

"Some philosophic conflicts remain within
the Board -— conflicts which perhaps reflect
more a difference in emphasis than in funda
mental concepts. Some Board members appear to
be more reluctant than others to limit the
freedom of choice within the business commun
ity unless it is abundantly clear that the
restriction must be imposed to outlaw a totally
indefensible practice. On the other hand, there
are Board members who seem to feel more strongly
than their colleagues that the APB must
insist upon preferred methods of financial
presentation even if this results in curtail
ing the freedom of the business community.
"These differences in attitude do not entail
any disagreement with the basic mission of the
Board; they represent merely a difference —
though admittedly a significant one — in the
approach to be used in discharging the Board's
responsibilities. This, of course, is simply

19
the age-old question of the relative importance
of freedom and reform — which, at a particular
stage in history, deserves the higher priority?"

The subtle differences in approach to the APB’s
mission can be further illustrated by citing excerpts from memos

prepared after two interviews.
The first reflects the views of the senior partner

of one of the national firms; the second reports the comments

of a local practitioner.

1.

"Mr. ——- said that neither he nor his firm
had any quarrel with the fundamental objective
of the Board: to narrow the areas of difference
in reporting practice. He agrees that ’bad’
accounting will inevitably drive out ’good’
accounting, and thus the profession must dedicate
itself to a continuing elimination of unsatis
factory practices.
"But he emphasized that there is ’a world
of difference’ between seeking to impose a com
prehensive set of reporting rules which attempts
to provide a single acceptable answer to every
conceivable business situation, and striving
on a persistent basis to eradicate needless
differences in reporting practices. The former
mission, in his view, is a hopeless crusade -almost certainly doomed to fail; and even if
it succeeded, the result would be to stifle
innovation, to encourage a mechanistic approach,
and to restrict the exercise of professional
judgment — all of which might have disastrous
consequences in reducing the usefulness and
thus the stature of the profession. But the
latter course — to seek elimination of un
warranted diversity in reporting practices —
is not only a feasible objective. It is one
which the profession is obligated to pursue
with full vigor. . ."

2.

"Mr. ——— also suggests that the continuing
existence of a wide range of choices in finan
cial reporting practices creates a serious prob
lem for practitioners. He is heartened by the
progress achieved to date by the Accounting
Principles Board in pursuing its mission of
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narrowing the areas of difference in reporting
standards; but he contends that the Board’s
recent pace in resolving these issues must be
maintained -- and, indeed, ought to be acceler
ated.
"The pressure to ’maximize' reported profits
by some corporate managements, he argues, is
considerable, and practitioners need to be
helped in resisting these demands by a reduction
in the number of available options, He points
out that a CPA confronted by a tax client who
wishes to adopt a questionable method of reduc
ing or evading his tax liability can be quickly
dissuaded from doing so by being reminded that
a departure from the Code or Treasury regulations
could lead to grave consequences for all con
cerned. It would strengthen the hand of auditors
if they could also inform a client that a report
ing practice which he (the client) might prefer
to improve his current profit picture was pro
hibited by the APB. Nor is Mr. ----- persuaded
that a far greater reduction in alternatives
would eliminate the element of judgment from
practice, and thus jeopardize the CPA’s claim
to professional stature,
"The APB, in his view, will never be able
to reduce the available options to a level which
would create such a threat. Moreover, even with
clear-cut guidance from the Board, a practitioner
would still be required to exercise considerable
judgment in applying its pronouncements to par
ticular situations — even as he must do in
operating under Treasury regulations and court
precedents in the field of taxation."

These statements do not disclose any sharp conflict

over basic philosophy.

Both men believe that the profession

must seek to curtail the number of alternative practices in
financial reporting.

But one of them, obviously, has a nagging

fear that the effort may be pressed too far and too fast —
and that arbitrary decisions may be adopted which could im

pair the professional status of CPAs,

erent anxiety:

The other has a diff

that the profession will fail to develop a
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reasonably comprehensive set of reporting standards -- com
parable to the specific guidelines available in tax practice —

which can be utilized by independent auditors in resisting
client pressures.

The interviews revealed another divergence in

attitude — or, perhaps more accurately, another variation in
emphasis.

Several of the leaders are critical of the APB for
moving beyond broad principles in its pronouncements to provide

detailed instructions on the application of the basic concepts

to specific situations.
They argue that this attempt to offer extensive
guidance to practitioners within the framework of a pronounce

ment is ill-advised for several reasons.

In their view, it

leads to the use of arbitrary formulas which can prove trouble

some (for example, the percentage tests on residuals which
can mean that one stock issue which has every other attribute

of a residual can escape such treatment solely on the basis of
the formula).

The inclusion of such detailed guidance also

compounds the difficulties of achieving a concensus within the
Board — thus producing inordinate delays in the resolution of
some major accounting issues.

Finally, it results in pronounce

ments of such apparent complexity that the main thrust of the

Opinion — the underlying precepts being advanced -- may become

obscured.
But the majority of those who commented on this
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matter are not convinced that the APB can limit itself to
broad statements of policy*

This majority view is expounded in the following
excerpt from one of the interview reports:
"In theory, Mr. —--- would agree that it
might be preferable to confine the Board’s work
to the determination of underlying principles;
but, in the present environment, he believes that
the Board has no other choice than to offer addi
tional assistance to practitioners in the form of
specific examples of application*

"The ’name of the game,’ he says, ’is to find
loopholes’ — and the generalized pronouncement
invites corner-cutting* This situation will per
sist until there is a profession-wide agreement
on fundamental philosophy* If a heavy emphasis
is placed on management’s prerogative to select
the accounting principles which will be utilized
in the preparation of its financial statements,
the auditor is placed in an awkward position when
the selection has the support of other members of
the profession or is acceptable to the SEC. An
erosion of standards is likely to occur — a sort
of Gresham’s Law comes into play*
"In full awareness of this pressure to debase
standards, the Board has felt obliged to plug
potential loopholes by furnishing rather specific
instructions in its pronouncements*

"Mr. ----- is not impressed with the argument
that the provision of such specific guidance will
reduce the stature of CPAs by limiting the exercise
of their professional judgment* He regards this
indictment as ’hogwash.’ It ignores, in his view,
the true nature of the accounting process. Even
armed with a comprehensive set of principles, the
auditor is still faced with the task of analyzing
the facts which are relevant to the reporting
problem and, on the basis of that inquiry, must
then apply the principles which are appropriate
in the circumstances* This type of exploration
and analysis demands the highest form of profess
ional skill; and no amount of detailed guidance
from the Board is likely to reduce in any sig
nificant degree the need for it. . ."

- 23 Still another difference in attitude was revealed

in the interviews.
Several of the leaders underscored the pragmatic
character of accounting in discussing the role of the APB.

Excerpts from two of the interview reports can be cited to

illustrate their approach:
1.

"Mr. ----- feels that too many CPAs are
bemused with the idea that there can be
only one right way of handling a reporting
problem —- even though their experience
ought to suggest otherwise. As a result
of this proclivity for seeking ’the one
true way,’ he suspects that the Board may
appear to be a tribunal of bishops engaged
in a dispute over an obscure point of
theology — with each side accusing the
other of being captives of the devil and
worthy only of being flung into outer darkness.

-"Mr. —— hopes that the black-or-white,
all-or-nothing approach, if it is prevalent
within the Board’s deliberations, will be
strongly discouraged.
He is convinced that
rapid progress will occur only when it is
generally agreed that absolute certainty about
the correctness of any course of action in
accounting is unattainable -- and that those
who insist upon their own preferences at the
cost of forestalling the profession from
taking timely action carry a heavy burden
of responsibility.

"He believes, in other words, that a
pragmatic approach to setting standards of
financial reporting is imperative.
Since he
regards prompt and forthright decisions as
essential if the profession is to retain the
privilege of establishing those standards,
he is prepared to run the risks of issuing
some pronouncements which, in time, might
prove to be less than totally satisfactory.
He expects, of course, all due vigilance to
be exercised in minimizing the hazard; but
he rejects the idea that the danger of inad
vertent error can be legitimately used to
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delays in reaching decisions. . ."

2.

"Mr. ----- believes that the APB should be
more concerned with the ’marketplace’ and
less concerned with achieving technical per
fection. By that, he appears to mean that the
Board should seek to deal promptly with report
ing problems as they arise — and to be content
with providing useful guidelines for improve
ment in reporting practices rather than pursue
the impossible dream of issuing pronouncements
which are absolutely flawless in logic and
language. He takes the pragmatic view, in
other words, that a timely action to improve
financial reporting (even though it may not be
wholly satisfactory and may require later modi
fication) is far better than no action at all. . ."

There are others, however, who regard with lively sus

picion the exhortation implied in these excerpts that the pro
fession should settle for less than the best in order to achieve

some modest progress.

"I am not impressed with the argument," said one of
the interviewed leaders,

"that many of the accounting issues

under consideration are so evenly balanced that any technique —
even the flipping of a coin — could be used to settle them.
That kind of an irrational approach, in my view, is unworthy

of this profession as well as totally inappropriate to the
seriousness of the task assigned to it."
Perhaps the most significant difference in attitude
occurs when the profession’s leaders attempt to evaluate the
urgency of the APB’s mission.

A few contend that, despite the admirable dedication
of its members, the Board has failed to dispose of a number

of crucial accounting issues in a timely and decisive manner.

— 25 The consequences at the moment, they argue, may not be disas

trous because of the ebulient state of the economy; but they
fear that any drastic or even a moderate business downturn

would almost inevitably place CPAs in the "scapegoat” role.
They add that if the Board is to succeed and thus prevent

a governmental take-over of its responsibility, it will need
to be completely reorganized.

(The nature of their proposed

reorganization will be discussed a little later in this
memorandum.)

This rather gloomy appraisal of the Board’s prospects
is not endorsed by most of those interviewed.
The majority, while expressing some concern over

certain procedural matters, seems confident that the Board’s
performance to date justifies continued reliance upon it.

Most of those interviewed, in fact, appear to be willing to
settle for one or two major pronouncements from the Board

each year.
A number of them even decry the pressures being ex
erted on the Board to act more speedily in disposing of its

agenda.

"Any undue haste,” one of them said,

"could lead to

unsound decisions — as demonstrated, in my view, in the
pronouncements on earnings per share and convertibles.

This

does not mean, of course, that the Board should be indifferent

to responsible critics — for example, Andrew Barr.

But some

of the demands for instant progress, including those voiced
by some members of the Institute’s staff, should not panic

-
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the Board into leaping to conclusions,

A series of ill-con

ceived pronouncements could do far more to destroy the APB’s
reputation than any other development."

The general desire for steady and orderly progress
in the improvement of financial reporting — but an avoidance

of a pell-mell pursuit of it -- was stated in these terms by
another of the interviewed leaders:
"The APB should not become so bedazzled by
the purity of its logic -- so insistent on form
ulating a totally rational approach to account
ing issues — that its decisions cease to be
relevant to the hard facts of economic life.
Accounting, after all, is supposed to be a utili
tarian art; it is not an end in itself. Any pro
nouncement, even if its internal logic may be
impeccable and delight the heart of accounting
philosophers, will not survive if it wars with
reality, frustrates public policy, or needlessly
hinders a broadly beneficial economic trend. This
does not mean that the profession should be sub
missive to outside forces; but neither should we
act like high priests of accounting and demand
instant conformity with our newly devised wisdom. .

"We will gain in respect if we do not create
the impression that we are hell-bent to improve
every element of financial reporting over night —
to demand immediate reform from everyone (in
cluding those who are not at all sure that they
have been sinning), , ,
”As we tackle each problem, we should keep in
mind that there are other frailities in financial
reporting. This perspective might add a little
restraint to our impatience for progress, In
making these observations, I certainly do not in
tend to imply that no reform should proceed unless
total reformation is possible; but I do suggest
that we should not add to our difficulties by seek
ing to bulldoze any and all opposition into
promptly accepting our version of the ’truth’ in
accounting — nor engage in self-flagellation be
cause all that may need to be done to improve re
porting standards cannot be accomplished by next
Tuesday afternoon. . ."
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Those who are sanguine about the Board’s future —
and, as indicated earlier, they constitute a substantial

majority — do not regard the threat that the Securities and
Exchange Commission will assume the APB's role as a serious

possibility.
"That old hobgoblin,” one of them said,

frighten anybody.”

“shouldn’t

Like those who share his view, he is

convinced that the SEC does not seek the job; that it lacks
the manpower resources to perform the task and would have
extreme difficulty in attracting an adequate number of quali

fied experts; and that it would be even more vulnerable to
pressure than the APB and thus less able than the Board to

perform in a satisfactory manner -- both in terms of the

quality and the timeliness of its production.

Moreover, he

contends that the SEC, despite its record of cooperation,

might be tempted to impose its will upon the business commu
nity without adequately consulting it

and that the busi

ness community, aware of this possibility, is likely to lend
increasing support to the profession’s efforts.

That factor

alone, in the eyes of this optimist, justifies a cheerful
estimate of the Board’s future.

The majority view is further reflected in the

following excerpt from one of the interview reports:
”Mr. -——- is aware that some members, despair
ing of the abilities of the Board to make sufficient
progress in a timely fashion, have suggested that
the responsibility for defining reporting standards
should be turned over to the Securities and Exchange
Commission.
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”In his judgment, this pessimistic mood is not
warranted — though he suggests that if members
continue to speculate about this alternative, they
may be inviting the Government’s intervention.
Nor does he believe that the SEC has given any evi
dence of seeking the responsibility; on the con
trary, it seems abundantly clear that the Commission
rejoices in the present situation as politically
convenient. There is no assurance, in any case,that the SEC would do a better job than the pro
fession. Certainly, man for man, the personnel
of the Commission is not notably superior to the
membership of the Accounting Principles Board as
it is presently constituted.

”It would be sheer fantasy to assume that
the Commission would be able to perform the
miracle of suddenly resolving all the unresolved
issues of accounting presentation. Nor would the
SEC be any more immune to the pressures which beset
the Board — and, indeed, being a political entity,
it might be even more susceptible to external in
fluences. . . ”

Even some of those who applaud the current performance

of the APB, however, do not dismiss lightly the suggestion of
the critical minority that the present volunteer Board should

be replaced by a small paid full-time Board.
An advocate of this proposal made these points during
one of the interviews:

’’The proposal for a full-time Board is attract
ive to Mr. ----- because, based on his own exper
ience, he believes that few volunteers can devote
the time required to master the array of problems
on the APB's agenda. . .
"It might be suggested that the Board has an
over-loaded agenda; that its schedule of deadlines
ought to be adjusted to allow a more leisurely
review of matters before it. But Mr. —— re
jects this notion. He thinks the profession
cannot afford to dispose of the issues at a re
duced pace; on the contrary, the rate of progress
should be increased. This is not likely to
happen -- at least in the long run — if the work
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must be performed by a group of volunteers who can
devote only sporadic attention to it because of the
distraction of problems ’back home' in their own
offices.
"Mr. ----- points out that Board meetings, as
well as the study required in preparation for them,
are burdensome enough for time-pressed men.
But
Board members are also expected to be involved in
efforts to solicit the views of others on issues
under exploration. This opportunity for a give-andtake exchange with interested groups is vitally
necessary if the Board is to develop sound pro
nouncements and if its decisions are to command
respect. The representatives of all ’parties at
interest’, moreover, have a right to speak -- and
to be heard. Yet this exercise in seeking the
opinions of outsiders merely adds to the heavy
burden already being carried by volunteer members
of the Board. A full-time APB would be able to
discharge this responsibility with greater ease -in fact, it could expand the exposure process to
considerable advantage.

"The argument that full-time Board members would
soon be insulated from the 'real world’ of practice
does not overly impress Mr.

"He agrees that the loss of a direct in-put of
current experience could be serious; but he thinks
some measures could be adopted to prevent the fulltime Board members from losing contact with day-today practice problems.
One way might be to arrange
with the major firms to detach one of their top
technical partners for a ’tour of duty’ with the
Institute for a year or two during which he would
be assigned as a personal aide to a full-time Board
member.
This system, in effect, already exists
under the present setup; nearly every Board member
has an assistant-observer from his own firm. The
proposed arrangement for a period of 'detached'
duty with the Institute might not be ideal. But
it should provide some additional assurance that
the full-time Board would not become remote from
the realities of current practice.

"Mr. ----- sees another advantage in a full-time
Board. Its members, unlike present members, would
be freer of external pressures which might warp
their judgment -- pressures not only from their
firms to adopt a particular position, but from
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clients to protect their immediate self-interest.
Mr. ----- has only rarely observed any faltering
within the Board which could be traced to external
influences; but he thinks it would be naive to
assume that such pressures are not exerted. Nor
does he believe that efforts to shape a pending
decision of the Board should be denounced as
immoral. They do, at least, alert the Board to
problems which might otherwise have escaped
attention and provide an advance warning on the
reception which may be accorded to an evolving
pronouncement.
"Yet,
on balance, Mr. ----- suspects that a
full-time Board which did not have to keep look
ing over its shoulder to appraise the reaction of
clients or fellow partners would be able to find
better and faster solutions to the technical issues
confronting the profession.”

This line of reasoning in support of the proposed
full-time Board has the endorsement of a few of those inter

viewed; but most of them take a dim view of the proposition.
The arguments advanced against it are summarized in this

excerpt from one of the interview reports:
"Mr. ----- does not regard any proposal for a
reduction in the size of the Board with much en
thusiasm.
"He concedes that, theoretically at least, a
smaller Board might be able to achieve a higher
level of production if only because the time de
voted to discussion within the Board would be
reduced. But he would be concerned that, on
highly controversial questions with a close
balance of opinion, the issues would be resolved
by only a few individuals. He feels more com
fortable that, under the present arrangement,
decisions have a broader base of support. More
over, if the size of the Board were reduced, there
would be fewer positions to fill, and this might
preclude highly qualified people who could make
notable contributions to the work of the Board
from serving on it. He also envisions some knotty
political problems if the Board’s reduction in size
required (as it most likely would require) the
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national firms -- men who have provided a goodly
share of the Board’s strength. Finally, if its
agenda is not curtailed, he has some sympathy for
the contention of a former APB chairman that the
Board’s present size must be maintained — or
possibly even increased — in order to furnish
sufficient manpower to handle the needed subcommittee
assignments.
"Nor is Mr.- - greatly intrigued by the
suggestion. . . that the current volunteer APB
should be replaced by a full-time paid Board.

"Ke suspects that a full-time Board would soon
develop an ’ivory-tower’ approach to the problems;
that it would lose touch with the realities of
practice; that it would cease to have the useful
insights into the difficulties of obtaining com
pliance with a particular decision. The wholly
detached attitude has its value; but it can also
prompt some indefensible conclusions if it is not
counter-balanced with realism. The firms have this
problem of combining practical wisdom with perspective
within their own research staffs; it would be an
even more difficult problem for a professional
society.

"Furthermore, Mr. ----- is not at all confi
dent that men of talent comparable to those already
serving on the Board could be attracted to a fulltime assignment. The initial cost of acquiring
them would be substantial — and it would continue
to increase to match the growing economic oppor
tunities within accounting firms. The full-time
Board would also have to be supported by an en
larged staff of superior skill in order to retain
the practical insights provided by the volunteers,
and this, too, would entail additional costs.
Mr. —— does not wholly foreclose the possibility
of obtaining acceptable people for such service.
He points out that younger men might be attracted
for a stated period — a tour of limited duty
which might permit them to return to their firms
without being greatly handicapped by their absence.
This is done, in terms of government service, by
many attorneys; but the law is a much more personal
service which facilitates such transfers.
"Mr. -- - has another strong reservation about
the proposal, and it is this: once the decision

-
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was made to establish a full-time paid Board, the
die would be cast -- and under the urgency of
implementing the decision, there would be a great
temptation to settle for men of lesser quality than
is clearly required for the task to be performed
by the Board."

Despite a generally favorable verdict on the APB's
performance, a number of suggestions designed to improve its

operations were discussed during the interviews.

Each of these ideas had at least one champion —
and none of them escaped challenge.
Four of the many propositions explored in these

sessions are listed below, followed by some typical pro-and-

con arguments excerpted from the interview reports:
1. Members from industry should be precluded from
serving on the Accounting Principles Board.

PRO:

"Mr.
believes that the presence
of members from industry is likely to im
pede the Board’s work. This is no reflec
tion upon those non-practicing members who
have served on the APB; a number of them
have performed with distinction. But a
member from industry can rarely approach
the mission of the Board with the same
sense of urgency that moves the practitioner.
Nor can he escape from loyalty to his
company or industry and adopt an objective
attitude as easily as the practitioner. In
any case, he cannot really presume to be
a spokesman for the whole business com
munity. The views of business can be more
readily obtained through direct contact
with influential organizations than through
the presence of a few executives on the
Board. "

CON:

"Mr.
feels that members from in
dustry should not be excluded from service
on the APB. He is absolutely convinced,
from his experience on the Board, that the
APB members from industry have made a
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tions. They have aided the Board by call
ing attention to viewpoints which might
have been overlooked — and by highlight
ing practical problems in implementing an
emerging decision which, if neglected,
would have embarrassed the Board later.
Thus Mr.
is strongly inclined to
continue to have top-flight members from
industry on the Board."

2. In lieu of "exposure" drafts of APB Opinions,
staff-prepared documents analyzing each of the accounting
problems under consideration by the Board — including a
review of the various approaches taken to them — should be
distributed to Interested parties with a request for their

views.
PRO:

"The idea that an analytical document
should be issued at an early stage in the
Board’s consideration of a problem makes
a good deal of sense to Mr. ——. He
believes that the present practice of
issuing ’exposure’ drafts of APB pronounce
ments has a number of defects -- including
the adverse public reaction which occurs
when the Board appears to retreat from a
declared position.
It also does not in
still a full sense of responsibility in
the critics because they are not required
to register their views ’for the record.’”

CON:

"Mr.
is not entranced by the
idea that the APB should authorize the
staff to circulate a document which would
explore a particular issue on the Board’s
agenda before committing itself to a
position. He points out that, in the
early stages of the development of a pro
nouncement, the Board has often sought
the views of outside groups without much
success. He fears that representatives
of interested organizations (e.g., the
Financial Executives Institute) are not
likely to be creative in responding to a
generalized appeal; they become genuinely
helpful only when confronted with a docu
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ment which clearly indicates the trend of
thought within the Board. A non-APB pre
liminary document would not be taken
seriously. . .

"The fact that the Board may modify its
position as a result of exposing a draft
pronouncement does not trouble Mr. ----

"He recognizes that this may create
some doubts about the durability of CPAs
in the face of criticism; but he suggests
that an even more unfavorable reaction
would occur if the exposure process led
to no changes because this would imply
that the invitation to comment was a
meaningless gesture. . .
"Even if the exposure process led to
changes which might generate public
suspicion of the independence of the APB,
Mr. --—- would be prepared to accept this
as a reasonable price for gaining the
involvement of the business community
in the development of reporting standards.

"He thinks the Increased participation
of top-level business executives is an
encouraging development — certain to re
sult in sounder action by the Board. Nor
does he believe that this involvement
would occur if the opportunity to partici
pate came through the issuance of staff
documents. Noting that this has been the
historic purpose of the research studies,
he points out that they have not generated
much comment — in fact, have not been
given serious consideration by those asked
to react to them.
It is simply human
nature, in his view, to remain aloof until
a decision is imminent; and the only way
that the business community will be alerted
to the fact that the Board is on the verge
of a decision is to receive an APB-approved
’exposure' draft of a proposed Opinion."

3. The current right of members of the APB to have
their dissents to the majority view published as a part of

the Opinion should be eliminated .
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PRO:

"Mr. —- -— believes that current practice
of publishing signed dissents to APB Opinions
may well retard the Board’s work. It also
provides, in his judgment, a convenient way
for some members to endear themselves to
clients and thus generates further dissension
within the profession’s ranks.
In any case,
he suggests that it creates the impression
of a divided Board and reduces the force of
its pronouncements.

"While retaining the two-thirds require
ment for the issuance of a pronouncement,
Mr. ---— would ban printed dissents. Board
members and others who disagreed with a
particular pronouncement could take their
case to the public via speeches, articles
in professional journals, etc. He recog
nizes that this sort of exposure of differ
ing views can be healthy -- that the dissents
of yesterday may become the orthodoxy of
tomorrow. But he challenges the wisdom of
giving such prominent recognition to oppos
ing viewpoints by setting them forth in a
Board Opinion."
CON:

"The proposal that signed dissents be
eliminated from Board pronouncements strikes
Mr. ---- as being ill-advised.

"He acknowledges that the opportunity
to have them printed may tempt some Board
members to make a ’showing’ before influ
ential clients; but he questions whether
anyone is in a position to assess fairly
the motives of others. The right of dissent,
moreover, is a precious right which ought
to be preserved -- assuming that it is
exercised in good conscience and in a
responsible manner. In addition, Mr. ----argues that past dissents have often done
a better job of explaining a differing
view or approach than the text of an
Opinion. This added educational value of
dissents would be sacrificed if they were
foreclosed. Finally, in opposing any pro
hibition on printed dissents, Mr. ——proclaims the value of minority views.

"He suggests that Leonard Spacek, Jack
Seidman and others have really served the
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profession well by their needling criti
cism of its performance. They have been,
in his view, important forces in persuad
ing the profession to abandon ’the prim
rose path of dalliance.’ "
4. The APB should concentrate on a few significant
issues at a time rather than fragment its efforts by ranging

over a host of agenda items.
PRO:

"Mr. —— is fearful that the Board is
attempting to handle too many major items
at the same time.
"The crowded agenda requires Board mem
bers to shift rapidly from one complex
problem to another, and this fragmented
approach may entail a considerable wastage
of energy. Mr. —— suggests that perhaps
the Board ought to issue a ’prospectus’ on
its program -- setting forth the half
dozen or dozen important accounting issues
which it intends to consider over a period
of years, briefly analyzing the nature of
the problems involved in each and listing
the range of alternatives now in use. He
believes that such a publication would be
helpful in a number of ways.
It would con
vey the full scope of the effort being
undertaken by the profession, and thus
provide an overview of the program which
few people now possess. It would put in
terested parties on notice about the
matters which the profession intended, in
a systematic fashion over a period of time,
to resolve. And it might assist the Board
in focussing on one issue at a time and
avoid a dispersion of its energies over a
whole range of subjects.

"From his standpoint, Mr. ----- would
be satisfied — and he thinks that all
parties at interest would be content —
if the Board resolved only one accounting
issue of preeminent importance (e.g.,
business combinations) within the span of
a year. The chances of accomplishing that
goal, in his judgment, would be enhanced
if the APB was not diverted by attempting
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fronts."

CON:

"Some critics of the Board have lamented
its practice of considering a variety of
agenda items at the same meeting. This, in
their view, results in a leap-frogging between
items which precludes any comprehensive
consideration of any single issue. Mr. -——
concedes that there might be some merit in
this complaint; but he points out that no
one can predict with absolute precision
how long a particular item will require —
or whether, indeed, that a decision can
be reached at a single meeting.

"Consequently, he is convinced that the
Board needs to have a filled 'pipe-line'
of items — some Just getting underway, some
in various stages of development, some
nearing a decision point — if the Board
is to make effective use of its time. Nor,
based on extensive experience on the APB,
is Mr. — —— persuaded that its intelligent
members cannot shift mental gears to con
sider a number of agenda items at a single
sitting."
In addition to evaluating these four proposals,
many of the interviewed leaders — particularly those who had

served on the APB — suggested that the Board should refrain
from what was described as "nit-picking" editing of draft
pronouncements.

One of them advanced the idea that the work

of the Board might be greatly expedited if it had the aid of

some gifted and technically qualified writers.

In his con

cept, the Board would concentrate on reaching a broad con
sensus on the accounting issues and then would turn the task

of translating that agreement into appropriate language over
to high-calibre staff assistants — the results to be re

submitted to the Board for approval.

He argued that the
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present practice of allowing the full Board to engage in a

line-by-line editing or composition of a proposed Opinion
leads to a patchwork document which leaves much to be de

sired in terms of stylistic grace, clarity and internal logic.
But another of the leaders pointed out that this kind of self

discipline would be difficult because word changes can in

volve matters of substance and not merely literary refine
ment .

A considerable amount of dissatisfaction was also
expressed about the research assistance provided to the Board.

It was criticized on a number of counts -- and occasionally

the criticism was contradictory.

Some, for example, urged

a greater emphasis on long-term theoretical research — argu
ing that the existence of a broad conceptual framework would

enable the Board to reach more timely and consistent decisions.
Others deplored the concentration on long-range projects

which appeared to lack any direct relevance to the immedi
ate issues confronting the Board.

Although disagreeing over the primary thrust of
the research program, the interviewed leaders were generally

impatient with the level of its production — and several

of them insisted that additional administrative controls
should be exercised in determining priorities for the pro

gram and in monitoring its progress.

All in all, while a few adopted a melancholy view

of the Board’s future, the majority were convinced that
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its record justified continuing confidence in its ability to
fulfil its mission.

Yet nearly every one had an idea about how it
might improve its performance.

Reviewing all of these sug

gestions, one of those interviewed had another to offer:

a

moratorium should be declared on any further "tinkering”
with the Board.

He doubted whether any of the proposed

changes in its composition or methods would make a signifi
cant difference in the quantity and quality of its output;

and, indeed, he suspected that its productivity might well

have suffered because it had been distracted by a continu
ous inquiry into its operations.

3. The Profession's Other Research Needs
The interviewed leaders are virtually unanimous

in agreeing that substantially greater research efforts are
required in other major areas of practice — taxes, manage

ment services and auditing.
The need, in their view, is particularly urgent in

auditing.

They did not discount the profession ’s achieve
ments over the years in defining standards of auditing —
a task which is admittedly easier than the establishment of

accounting principles because it is so clearly within the
profession’s area of competence and authority.

Yet most of

those who were consulted felt that much more work was needed

in auditing research and in the formulation of audit stan
dards to take into account a host of new developments —
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including the emergence of the computer and other modern
approaches in management control systems.

They suspect, too,

that an imbalance may have occurred in the amount of time and
money being expended on accounting and auditing research —

a differential which cannot be justified in terms of the
relative significance of the two aspects of practice.

This common concern is reflected in two of the in

terview reports:
1.

"Mr. ---- is distressed by the absence
of any substantial progress in the area of audit
ing. He points out that the standards of audit
ing have not changed in any significant way for
almost a generation; yet there is an imperative
need to reexamine the prevailing techniques.
"Among the forces compelling such a re
examination is the mounting cost of traditional
auditing — particularly in view of the avail
ability of such new auditing tools as the com
puter and statistical sampling.

"The conventional approach, involving a
great deal of detailed checking, also has a
depressing effect upon new recruits. It seems
economically senseless to force well educated
and highly paid employees to perform the routine
tasks now often assigned to them. Yet the pro
gressive firms, while they have engaged in some
experimental work to streamline auditing pro
cedures, are hesitant to proceed too far because
of the ever-present threat of liability when the
profession itself through the Institute has
failed to provide them with the safeguards of
formal pronouncements on these subjects.

"Mr. ----- has no precise program to recom
mend to the profession to remedy this deficiency.
He acknowledges, too, that adequate progress is
not likely to be achieved unless the staff cap
ability is augmented — and this, he agrees, will
entail a further commitment of funds beyond that
presently available. But he believes that the
profession’s current default in the field of
auditing could have even more disastrous
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standards of financial reporting."

2.

”Mr. ---- is troubled by the slow pace
of progress in auditing.
’’He is concerned on two counts.
"First, he believes that auditing techni
ques need to be reevaluated in the light of
current conditions; it seems unlikely to him
that the practices of another generation are
still valid when so much has changed in the
business environment.

"But, secondly, he believes that there are
basic differences in audit philosophy within
the profession which ought to be reconciled. He
points out that his firm has succeeded another
major firm on several engagements, and that he
and his partners have been amazed to find that
the predecessor firm placed far greater reli
ance than seemed prudent on the representations
of management regarding the adequacy of reserves
for bad or doubtful accounts, and the provision
for obsolescence of inventory items.

”Mr. ---- contends that every firm must
be equally conscious of its responsibilities
in auditing; that no firm has a magic formula
for reducing costs; that all are experimenting
with new approaches which might achieve an
acceptable degree of assurance at a reduced
cost. But he thinks it is high time that the
Institute, as the convenient instrument for
promoting the common interests of members, should
become more extensively involved in exploring
the new frontiers of auditing. Because it has
failed to provide sufficient leadership in this
area, the larger firms have been obliged to
undertake their own programs — and hence a
wasteful duplication of effort is occurring.”
Although less attention was devoted to tax practice

and management services, it was clear in the interviews that
an expanded research effort in both areas would be welcomed —

particularly in clarifying the responsibilities of CPAs in
performing such services.
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Several of the leaders thought that the current

program in defining the CPA’s obligations in tax practice
was especially important.

They are anxious, as reflected

in this excerpt from an interview report, to encourage a

more consistent approach in all phases of practice:
”Mr. —-- agrees that, in the current
adversary climate of tax practice, a CPA may
reasonably assume that he has a duty to pro
vide the best possible representation for his
client and to make the best possible case for
him on issues upon which there can be legiti
mate differences of opinion. But Mr. ----is convinced that the over-all reputation of
the profession for objectivity will be im
paired if many CPAs begin to adopt the approach
of lawyers and to argue on behalf of a client
for any position regardless of its merits.
This kind of advocacy may be in keeping with
the traditional concept of the lawyer’s role;
it is, in the view of Mr. ---- , contrary to
the mode of behavior expected of CPAs.”
4. The Issue of Independence

None of the interviewed leaders believe that there
has been a wholesale dereliction of duty on the part of mem

bers of the profession under client pressures.
This, as one of them observed, is not surprising:

"CPAs are clearly aware of the responsibilities assumed in

attaching their names to financial statements — the often
devastating legal hazards as well as the risks to their pro
fessional reputations if they appear to be too accommodating
to management."
The leaders generally recognize, however, that
some public scepticism about the profession’s integrity is

almost inevitable because the CPA, inhibited by his confi
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dential relationship with his clients, cannot provide a de
tailed refutation of the charge that he lacks independence.
He cannot, for example, prove his case by citing specific
occasions when he has successfully battled with a client over

a matter of accounting principles -- a dispute which occurs
regularly in practice.

These confrontations are almost

always invisible; yet if they could be revealed, they would
offer considerable reassurance to the public about the

staunchness of CPAs in insisting upon a high level of probity
in financial reporting.
Despite this inability to provide persuasive evi

dence of the profession’s durability in the face of client

pressures, most of those interviewed felt that there had
been no great erosion of faith in the profession — at least
among knowledgeable citizens in the financial community.
One of those interviewed made these comments:

”Mr. ---- is convinced that most sophisti
cated businessmen with an opportunity to observe
the profession in action retain their confidence
in CPAs.

"But he can understand, in the absence of
detailed proof, why less informed people might
not be impressed by generalized assertions
about the profession’s fidelity to its standards
of independence.
"Yet, Mr.-- -— added, no firm can really
afford to trifle with its reputation. If it
appears to be accommodating to one client, the
others in the same or similar line of business
will apply similar pressure; and if it becomes
generally known (as it will invariably become
known) that the firm is prepared to adjust its
approach in response to a client’s wishes, its
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reputation will be irreparably damaged. Even
its existing clients will begin to doubt the
value of its certificates — and the decline
of trust in its performance could lead to the
firm’s demise.

’’Moreover, Mr.------noted, no client in
any firm of reasonable size is worth such a
risk to its reputation. In the case of his own
firm, even a client which ranks among the half
dozen largest corporations in the world repre
sents only a small percentage of the total fee
billing of the firm.”

Much of the challenge to the profession’s indepen
dence has focussed on its involvement in providing manage

ment services to audit clients.
Several of the leaders indicated that they felt that
this issue had been vastly exaggerated.

One of them — the senior partner of a large firm —
noted that management services engagements were responsible

for no more than ten percent of his firm’s total annual
revenue, and he was reasonably certain that it would not
grow beyond fifteen or twenty percent in the next decade.

In view of this, he doubted whether the audit independence
of his firm — or of any other firm in a comparable situa

tion — was likely to be subverted by the rendition of manage
ment advisory services.
One of the interview reports summarized a somewhat

similar judgment by another leader in these words:
"Mr. ---- thinks that the profession has
been overly preoccupied with the independence
issue — that the Institute itself over-reacted
to the challenges voiced by a few academicians
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tends that the establishment of a special com
mittee on independence (the Devore committee)
was probably a mistake; but since it has issued
a preliminary report designed to elicit re
actions, he agreed that it must complete its
mission by distributing a final version of the
document — or provoke additional concern about
the ability of the profession to perform inde
pendently both in the audit and management
services area.”
The report
*

mentioned in that quotation was given

a mixed reception by those interviewed.

Some took comfort in it because the report revealed
that a concerted effort to obtain concrete evidence of an

actual loss of independence traceable to advisory services
had failed to produce a single case.

recated the report’s value.

Others, however, dep

The views of one of its critics

were summarized in these terms:
”Mr. -- — contends that the report can
hardly be persuasiveto outsiders because it
appears to be a self-serving justification for
all that is being done, or might be done, by
member firms under the banner of management
services.
"Moreover, he sees an inconsistency in the
report’s apparent endorsement of the status quo
on the grounds that the issue is not indepen
dence in fact, but independence in appearance.
He noted that the Institute’s Code required an
auditor to assess ’his relationships with an
enterprise to determine whether, in the cir
cumstances, he might expect his opinion to be
considered independent, objective and unbiased
by one who had knowledge of all the facts.’
Mr. ---- argues that the Devore committee,
having recognized the existence of a problem

* "Final Report of Ad Hoc Committee on Independence ”,
The Journal of Accountancy - December 1969

- 46 -

of independence in appearance failed to provide
any definitive advice on how the problem might
be resolved."
Nearly all of those interviewed felt that there was

no inherent conflict in the rendition of auditing and manage

ment advisory services.

Nor did they believe that it would

be wise for the profession to proscribe arbitrary limits to
the management services which might be appropriately performed

by CPAs.

In the majority view, the growth of this area of

practice has been a natural expansion born of the needs of

clients.
Yet a degree of apprehension about this development

was revealed by several of the leaders:

1.

"Mr. -—expressed some concern over the
possibility that accounting firms might be ex
tending the scope of their management services
practices into areas beyond their competence.
He doubts if this is widespread because the
fear of losing a continuing audit client imposes
considerable restraint.
"He is fully aware, however, that an en
gagement which begins in familiar territory
(e.g., improvements in inventory controls) may
almost inevitably lead to a review of plant
layouts and the utilization of new techniques
like operations research. It is difficult to
draw hard-and-fast rules about what services
are appropriate or inappropriate for a CPA to
perform — and perhaps even more difficult to
devise a convincing rationale for the exclu
sion of one service and the acceptance of
another.

"This does not mean that Mr. ---- is com
pletely at ease with the current proliferation
of services. Without being able to clearly de
fine the danger, he has some qualms that a con
tinuing movement into ’fringe' or ’exotic’ spheres
of management services may blur the character
of the profession. He is fearful, too, that some
practitioners may be tempted to advance beyond
merely advice to management and become deeply
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would be even more troubled if management ser
vices became a dominant part of practice. It
is producing an increasing percentage of fees
in many firms; but it remains (and is likely to
remain) a relatively modest element in the
practice of most of the major firms."

2.

"Mr. —-- indicated that he has 'strong
misgivings' about the proliferation of manage
ment services.

"He is convinced that the Institute's manage
ment services committee has an urgent task to
provide additional guidance in the performance of
MS engagements — what is appropriate in terms of
scope, what standards of competence should be
observed, what role ought to be assumed by CPAs
in rendering such assistance."

3.

"Mr. ----- indicated that he shares some of
the concerns expressed by Andrew Barr and others
about the impact of MS on the profession. He
does not believe the rendition of such services
seriously impairs audit independence; but he is
convinced that the growing variety of MS services
will alter the character of the profession.
"How many hats, Mr. —— asks, can CPAs
wear? How can they be all things to all people
and not end with a rather fuzzy image?
"In his view, management services should be
closely aligned to the traditional functions of
the profession; they should be accounting-oriented.
Hence, if he had his way, he would proscribe such
services as 'executive search’.

"He is also apprehensive that the expansion
of MS may result in a dispersion of effort on
the part of top management in the firms -- that
no segment of practice will be receiving adequate
supervision — that badly needed quality controls
and ethical restraints will be neglected.
"In addition, he is troubled by the possi
bility that firms may be tempted to move beyond
the consultant's role and become contractors
prepared to undertake 'turn-key' engagements.
If this became general practice, the fears about
independence would be fully warranted."

Several proposals have been advanced to provide
additional reasurance to the public on the independence of
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auditors.
One of them — endorsed in a resolution of the

Institute’s executive committee — urged the appointment of
corporate audit committees composed of outside directors.

Most of those interviewed thought this was a useful gesture.
But a number of them suggested that a great deal of reliance
ought not to be placed on this device.

"Too many corporate

directors," one of the leaders said, "are deficient in account
ing knowledge; but they are likely to become more versed in it
as a result of law suits which have clearly alerted them to

their own responsibilities. ”
While recognizing the limitations of audit com
mittees, another of the leaders indicated that some efforts

ought to be undertaken to persuade the Securities and Exchange
Commission and the major stock exchanges to require their

appointment in listed companies.

He also suggested that, as

a regular practice, the SEC or the exchanges should inquire

about any change in auditors, and that the intention of these
agencies to make such inquiries should be widely publicized.

It would be essential, in his view, to involve these public

bodies in such surveillance because the intervention of the

Institute or any other arm of the profession could be mis
interpreted as a crass self-seeking attempt to restrict

the rights of corporate management and shareholders to select

their own auditors.

This could generate resentment in busi

ness circles as well as produce unfavorable publicity for
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the profession.

Moreover, the SEC and the exchanges could

conduct such inquiries in a manner which would not involve

the auditor in a conflict with his confidential relationship

with his client.
It has also been proposed that, as a matter of statu
tory right, auditors should be able to appear before share

holders* meetings if their firm has been dismissed.

None of

the consulted leaders seemed greatly entranced by this idea.
The views of one of them are reflected in this excerpt from

an interview report:
"The proposal. . . does not strike Mr. ——
as being beneficial either to the profession or
the public. He suspects that this would merely
lead to a washing of dirty linen, and that the
real issues which might be involved in the dis
missal would be obscured by charges and counter
charges between management and the auditors.

"This lack of enthusiasm for a public con
frontation between management and its dismissed
auditors is based on his conviction that it is
highly important to preserve the mutual trust
of corporate officers and their CPAs. He recog
nizes that auditors have a significant obliga
tion to investors; but he doubts whether they
can fully discharge that duty without maintain
ing a cordial relationship with the executives
who manage the daily affairs of a corporation.
"The mutual confidence which exists be
tween client and CPA — the assumption that
information can be revealed under a cloak of
confidentiality — enables the auditor to gain
an insight into the company and thus equips
him to discharge his public responsibility.
If he were cut off from this free exchange of
data by the client’s fears, the CPA would be
virtually helpless.

"While agreeing that some steps might be
properly taken to strengthen the independent
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status of auditors,
Mr. —— points out that
this should not be carried so far that CPA firms
are ’locked in’ on an engagement. This kind of
certainty could produce complacency; and he sug
gests that this may well have happened in the
United Kingdom where members of the profession,
secure in their relationship with clients because
of certain statutory provisions, have not kept
pace with developments in the business world.
They were once pioneers on the frontiers of
accounting knowledge; but the mantle of leader
ship has been transferred to the United States.
In the view of Mr. —-- , this may well be the
result of the spur of competition which led
American CPAs away from complacency and towards
innovation."
Another proposal for strengthening the auditors’ in

dependence has been occasionally advanced:

the auditors should

collect their fees from someone other than management -- e.g.,

from an SEC-administered fund created by a levy on registrants.

This proposition was universally greeted with scorn; the mild
est adjective applied to it was "preposterous. "

It has also been suggested that there is an element
of fantasy in the profession ’s insistence that financial

statements are the representations of management and that
the auditor’s role is confined to assessing the fairness of

the reporting.

Those who challenge this "conventional wisdom”

of the profession contend that it may well inspire some public

suspicion — or at least confusion — about the CPA’s role.
But few of the interviewed leaders are prepared to

consider a different assignment of responsibility.

One of the interview reports reads:
"Mr. ---- insists that the profession
must never countenance any change in this
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fundamental precept. A reduction in any degree
of management’s responsibility for its own state
ments would involve a hazardous change in the
whole relationship between clients and auditors.
It would, in effect, place the auditor in the
position of rendering an opinion on his own
representations and that could mean that he be
comes a guarantor of the accuracy of the state
ments. Even if the idea were practical; the
cost of the additional work would be prohibi
tive.
"The profession must continue to maintain
that CPAs are rendering a professional judgment;
based on testing techniques; that the financial
statements reasonably reflect the facts.

"This may seem to some to be a minimal bene
fit to be gained from an often sizeable expendi
ture in audit fees; but its value ought not to
be lightly dismissed. Even the prospects of a
competently performed audit review has a salu
tary effect upon management; and where no such
incisive examination is made, the temptation
to deceive might be rather overwhelming.
The
looting during the police strike in Montreal
is analogous.”
Another proposal for reassuring the public emerged

in one of the interviews:

perhaps CPA firms should divorce

their management services and audit practices — either by

creating separate entities for the performance of each service

(as is done in Canada), or by declining to provide both types
of services to the same client.

But the advocate of this

idea did not press it — presumably; in part; because he

recognized the practical obstacles in the way of implementing
it.

Yet the fact that he mentioned it obviously revealed his

concern over the eventual compatibility of management services
and the "attest function" — in terms of the basic character
of the profession if not in terms of the independence issue.
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idea would attract much support among his colleagues — as

disclosed in these excerpts from interview reports:

1.

"Mr. ---- believes that any proposal for
rendering different services through separate
entities should be staunchly resisted. There
is, in his view, a beneficial effect in having
the reputation of the firm at stake in the
performance of all services. The quality of
the management advice is enhanced by a natural
apprehension that an inferior Job in that area
could Jeopardize a continuing audit relation
ship with the client. The MS engagement, in
fact, may generate information of use to the
audit staff.

"The fact that CPA firms are anxious to
preserve a long-standing engagement with a
client is, indeed, one of the factors which
has enabled CPAs to expand their MS practices
to the discomfort of management consultants
who lack such an advantage."
2.

"Mr. ---- does not think that it makes
much sense to create separate organizations for
the performance of different functions — audit
ing, taxes and management services. This
separation between accounting and MS exists in
some countries; but Mr. -- - regards such an
arrangement as a sleight-of-hand trick which
merely creates the illusion of independence."

5. The Menace of Liability
Every one of the interviewed leaders regarded the
apparent trend in Judicial decisions to extend the account

ant’s liability beyond deliberate fraud to include mere
negligence as a frightening development.
The general attitude was reflected in this excerpt

from one of the interview reports:

"Mr. ----- declared that anyone who was in
different to this development was obviously
living in a fool’s paradise. The fact that the
principal insurance underwriters are becoming
somewhat skittish about covering CPAs in itself
is reason for alarm — though the ultimate re
sult may be nothing more than higher rates.
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"As he reads the portends, Mr. ---- is con
vinced that the legal assault upon the profession
is likely to continue. The publicity accorded to
some of the cases is almost certain to encourage
others to seek recovery via an attack upon the
independent auditors. Many of these cases —
the same might be said of some of the existing
cases — will be absurd; many of them, in fact,
may be nothing more than a disguised effort to
blackmail the accounting firms into ’paying off’
to avoid further controversy and adverse publi
city. But this, Mr. ---- added, offers little
comfort; regardless of their merit, a substan
tial investment of time and money is required
to dispose of the suits."
But another of the interviewed leaders sounded a
cautionary note — as per this report:

"Mr. ----- feels that the import of the
cases could be easily misinterpreted if they are
not viewed in perspective. He notes that ’open
season’ seems to have been declared on all sides;
the American people, always a litigious people,
appear to be out-doing themselves. Even the
lawyers may be in some trouble: one insurance
carrier has announced its intention to cease
providing liability coverage for members of the
New York City Bar.
"Mr. ----- also points out the relatively
modest settlements, with one exception, which
have been made by CPA firms in the cases. The
exception, was the large settlement in the civil
suit on Continental Vending — a decision dic
tated by prudence because of the pending criminal
case."

None of those interviewed had a ready formula for
immunizing the profession against legal attack — indeed, none

believed that any was available.
Most of them indicated that they welcomed all efforts
to achieve some reasonable limitations on the auditor’s lia
bility — including a possible amendment of the SEC statutes

which presently impose an intolerable burden of liability.
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However, those who advocated a legislative campaign along

these lines recognized that it could succeed only with the

support or at least the benevolent neutrality of the SEC —
and that it might prompt a free-swinging inquiry into the
profession during which CPAs could be charged with seeking

to shirk their obligations to the public.

As another modest measure of protection, some of
the leaders urged a revision of the auditor’s standard short
form opinion.

The views of one of them are stated in this

excerpt from an interview report:
"Mr.----- hopes that the auditing com
mittee will accord a high priority to a revision
of the short-form opinion. The current version,
in his judgment, may well have outlived its
usefulness. It was unquestionably a landmark
advance when it was first adopted — compress
ing into a few words a vast array of supporting
reference material and eliminating variations
in language which must have been confusing to
the users of financial statements. But it is
still composed of rather baffling jargon; and
while most practitioners are in agreement on
its meaning, it is still subject to different
interpretations .
"Mr. ---— is not overly optimistic that
the auditor’s opinion itself can adequately
convey all that users of financial statements
should know about the responsibilities assumed
by the auditor and the manner in which he seeks
to discharge his duties. But he thinks that
the inauguration of a new form of opinion
would provide an unexcelled opportunity to con
duct such an educational campaign. The change,
in other words, might attract attention, and
this might enhance the effectiveness of any
explanatory messages which were issued at the
time of its adoption. "

Only a few of the leaders were enthusiastic about
the corporate form of practice as a shield against liability.
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Most of those interviewed took a neutral position on this

mode of practice — reluctant to foreclose its use by others,
but far from eager to adopt it themselves.

Moreover, many of

them questioned whether practice in the corporate form would
provide all of the legal insulation — indeed, all of the
tax advantages — claimed for it by its ardent champions.

In seeking to appraise the liability danger, the
majority displayed a mood of measured concern.

Only a few

considered it to be a dire and imminent threat which could
lead to devastating results — even driving CPAs to abandon

the audit function.

At the other extreme, a few were con

vinced that the courts in their decisions would never extend
the auditor's responsibilities beyond reasonable bounds or
cast him in the role of a guarantor of the financial stabil

ity of a client.

But even members of this cheerful minority

agreed that the present uncertainties on this score were
unnerving.

They conceded that the profession was entitled

to know the ’’rules of the game"; but once it had been in
formed of them, the optimists felt that practitioners would

be able to live with them.
Meanwhile, the interviewed leaders had only a

modest amount of counsel to offer.

They were generally convinced that the profession,
through the Institute, should continue to pursue the possi
bility of legislative relief from the onerous provisions

of the SEC statutes; to press for greater participation
in its liability insurance program (the current level of en
rollment can only be described as deplorable); and to inter
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vene in court cases which involve issues of profession-wide
importance.

In the eyes of the interviewed leaders, the practic
ing members of the profession also need to engage in more

"hard-nosed" auditing — insisting upon fees adequate to
permit full-scale inquiries (particularly in volatile situa

tions), and demanding more than mere compliance with a firm’s
"check-list" of auditing procedures.

In addition, they should

seek the advice of competent legal counsel at an early stage
whenever questions of liability arise.

And, finally, unless

they are bent on professional suicide, they had better ac
quire a fully adequate amount of insurance protection.

6. The Question of Specialization

The interviewed leaders are generally agreed that
the current trend to specialization within the accounting

profession will continue -- in fact, will accelerate.
One of them — the senior partner of a large firm —

cited the experience of his own firm as illustrative of the
situation.

Some ten years ago, it decided to assign some

of its staff to become expert in the field of non-profit
organizations.

This led to an increasing involvement by the

firm in educational institutions; and as its practice expanded
among such institutions, it began to feel the need for in
creased concentration — i.e., some members of its staff
became fully versed in different aspects of education:

private vs. public, elementary vs. collegiate, etc.

The
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firm’s senior partner suggested that this experience under
scored the point that one cannot be "half-pregnant" in

management services; once the decision is made to enter the
field, the desire to perform competently will almost inevita

bly result in a growing amount of specialization.
This may pose two questions for the profession:

1. Should the non-CPA specialists employed by

accounting firms be accorded some recognition within the pro
fessional societies?
2. Should a program be developed for further accredi
tation of CPAs who specialize in some area of practice?

The interviewed leaders are divided on both of
these questions.
Some of them adopt a neutral position on whether

non-CPA employees of accounting firms should be granted some
form of membership in the Institute.

They indicate that

such an innovation would not trouble them; but they suspect

that many Institute members would fear that the admission of
non-CPAs -- even to a membership with limited rights and

privileges — would somehow reduce the significance of their

own membership.
But others insist that the professional societies
should not ignore the existence of a growing number of

specialists employed by accounting firms.

The specialists

are men and women of high calibre; they have much to offer

the professional organizations; and they have a natural de
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sire to feel a part of the profession — a desire which ought

to be recognized over and beyond the recognition in terms of
compensation and status which can be bestowed upon them by
their firms.

On the other hand, an almost equal number of the
interviewed leaders are strongly opposed to the admission

of non-CPA specialists into the Institute.

They argue that

if a problem exists in terms of providing adequate rewards
for the specialists, it is largely a problem for the big

firms which have the resources and the resourcefulness to
solve it.

They suggest that the American Bar Association

would reject without a moment's hesitation the admission of
non-lawyers to its ranks; and they believe that the average

member of the Institute would react similarly to the ad

mission of non-CPAs.

They are, however, inclined to favor

the establishment of some form of associate membership in
the Institute for young staff men employed by firms; but
they find this acceptable only because all or most of these

employees are "in transit" to their CPA certificates.

They

do not consider the non-CPA specialist, regardless of their

qualifications, in the same way.

They believe that the ad

mission of these experts would dilute the basic character

of the CPA societies.

Indeed, they hope that their presence

in accounting firms is only a temporary expedient and that
within a reasonable period of time the specialists will

emerge out of the ranks of CPAs.
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welcome a program of accreditation for CPA specialists, the
majority of them are either indifferent or hostile to the

idea.

Those who oppose the inauguration of any such pro
gram doubt whether even the specialists would endorse it —

largely because, in their view, the specialists would fear

that it might isolate them from the mainstream of the pro

fession.
The opponents of any scheme for additional badges

of competence in specialized areas also question whether it
would encourage superior performance.

They suspect that the

firms themselves already furnish sufficient incentives for
that purpose.

Nor do the critics of the idea believe that the

identification of the specialists within the profession would

stimulate an increase in referral engagements.

They are con

vinced that too many powerful forces are at work against the
reliance of one practitioner upon another to inspire much
hope that an effective referral system can be devised — at

least within the foreseeable future.

7. The Competitive Scene
The Interviews revealed a considerable diversity

of view on the degree and character of competition within
the profession.

Estimates of the level of competition ranged from

-
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"excessive" to "moderate"; yet even those who applied the

latter adjective had some qualms about the manner in which
some firms conducted their practices.
The verdict of the managing partner in one of the

national firms was summarized in this fashion in an inter

view report:

"Mr. ---- feels that there is a rather
remarkable amount of goodwill in the profession.

"He does not think the competition be
tween firms can fairly be described as ’fierce’
though competition obviously exists and, in
fact, is essential as a stimulus to quality
work.
"He has the impression, valid or not,
that a few of the larger firms seem excessively
interested in growth, and this puzzles him. In
his own case, he considers that one of his major
responsibilities is to ’control’ the growth of
his firm — to ensure that it follows an orderly
plan for continuing expansion, while avoiding
the imposition of an undue strain on the staff
(their hours are already excessive) and yet
providing them with reasonable opportunities
for advancement. Any other course, in his view,
invites trouble. If its manpower resources are
overly committed, the firm will be unable to
serve its clients satisfactorily — and will
begin to lose them. But, more importantly, the
overburdened staff will be harrassed into making
errors of judgment which could be costly to the
firm’s reputation."
The behavior of "some" firms was also lamented by
the senior partner of another national firm.
determined," he said,

"They seem

"to get a ’corner’ on all clients —

an ambition which strikes me as a form of madness amid the
constant shortage of competent personnel.

I suspect that

these ’aggressive’ tactics produce reprisals from the injured
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Did he think this adversely affected the reputation

of the profession as a whole?
The answer had rather disturbing implications:

"Well, I doubt it.

I suppose that most businessmen would

not be surprised because competition is a way of life with
them.

But, of course, the absence of any negative reaction

on their part might be cited as evidence of our lack of pro

fessional stature in their eyes.

them.

They think of us as one of

And, naturally, they don't regard themselves as bad

company for anyone.

But it may well be that if law firms

began to act as accounting firms commonly do, the business
executive would be astonished.

He considers them to be pro

fessional men — a breed apart; and he might lose respect for
those who departed from the discreet, low-keyed conduct ex

pected of members of the bar.”

Another senior partner of a large firm was even
sharper in his criticism.

An interview report conveyed his

evaluation in these words:
"Mr. ---- expressed misgivings about the
behavior of some firms. He has gained the im
pression that a few of them are suffering from
a growth syndrome — a commitment to pursue
growth at almost any cost. He acknowledges
that particular offices of almost every firm
may occasionally transgress; but he is con
cerned that the competitiveness of some firms
may be a reflection of a philosophy emanat
ing from the top.
"He suggests that it is in the best inter
ests of all concerned, including the larger
firms, to foster the economic health of all
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practice units. It would be tragic, in his
view, if too much of the profession’s work
was concentrated in the hands of a relatively
few firms. This would not only provoke dis
sension within the ranks of the profession;
it might invite hostile inquiry from others.
"Mr. ---- does not know what, realisti
cally, can be done to discourage a commercial
ized approach to professional practice.
Per
sonally, he does not think a ’voracious’
appetite for growth makes much sense when the
shortage of qualified personnel is so acute;
but he doubts whether mere exhortation is likely
to produce any radical change in outlook.

"He remains troubled by isolated incidents
of behavior by members of the profession which
can hardly be described as ’gentlemanly.’ He
mentioned, for example, that recruiters from
some firms were not above using the legal
difficulties of other firms during their
campus interviews.
"He does not believe that the competition
between firms has reached such intensity that
it has produced a decline in standards of per
formance.
But he is convinced that each epi
sode involving a deliberate or inadvertent
disregard of professional courtesy ’poisons’
the atmosphere of practice — making a career
in accounting a little less attractive to those
who prefer to work in harmony with their pro
fessional colleagues."

Two of the leaders — partners in substantial firms —
were less confident that standards of practice had not been

debased by the competitive spirit:

1.

”Mr. —— is dismayed by the devotion of
many firms to a pell-mell pursuit of growth.
Even those who appear to be most ardent in
seeking growth acknowledge that their manpower
shortage precludes them from adequately serv
ing their existing clientele; yet they add to
their difficulties by constantly striving to
expand.
Nor is financial reward likely to be
a major motivation; they are already prospering
so mightily that any additional income will be
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largely dissipated in taxes.
”Mr. ---- can only explain the passion
for growth by referring to the theme developed
in the best-selling book, ’The Money Game.’
Its author speculates about the nature of the
stock market in these words:
’The irony is
that this is a money game and money is the
way we keep score. But the real object of the
Game is not money, it is the playing of the
Game itself. For the true players, you could
take all the trophies away and substitute
plastic beads or whale’s teeth; as long as
there is a way to keep score, they will play.’

"Mr. ----- suggests that the managing
partners of some of the larger firms seem to
be inspired by the same enchantment with the
’game’ — to retain their existing clients and
to collect new ones, and thus improve their
standing in the ranking by size. In pursuing
that goal, he feels that some firms have not
hesitated to violate the spirit, if not the
letter, of reporting standards and to engage
in sharp competitive practices."

2.

’’Mr.---- concedes that the present com
mercial approach to accounting adopted by some
firms has not produced many clear-cut departures
from the letter of the profession ’s ethical
code — though a few of these are always occurr
ing. But the spirit of the rules seem to him
to be constantly disregarded.
’’As illustrative of his point, he men
tioned that a top partner of a large firm which
audits a small subsidiary of one of his major
clients undertakes each year to deliver the re
port personally to the chief executive of the
parent company. Mr. ---- insists that this
is clearly a not-so-subtle form of solicitation —
even though no overt solicitation occurs during
the conference.”

Others among the interviewed leaders exhibited con
siderably less concern.
The judgment of a small firm partner:
"Mr. ---- - is not troubled by the degree
of competitiveness which exists between account
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ing firms. There is not, in his view, any dogeat-dog struggle within the profession; on the
contrary, he finds a high level of comaraderie.

"He traces this spirit of fraternalism in
large measure to the Institute and the state
societies which have provided opportunities
for the best members of the profession to work
together toward common objectives and, in the
process, to learn respect for each other."

Another local practitioner agreed:
"Mr. ---- detects no great upsurge of com
petition between firms.
"He is aware, through casual conversations,
of the conflicts which may exist between the
larger firms; but he has no direct knowledge
of the situation.

"In regard to the competition between large
and small firms, he feels that it is certainly
not out-of-hand. This may be due, in his judg
ment, to the general prosperity of the profes
sion — and the fact that all firms, large and
small, have more opportunities for work than
they have the manpower resources to exploit to
the full."
This attitude was shared by the top partner of one
of the large firms:
"Mr. ---- denies that there has been a
recent increase in competitiveness within the
profession. He is not unaware of the internal
pressures which inspire firms to seek additional
growth; but he regards this as no different —
and no more nor less reprehensible — than the
human impulse in every individual to achieve
complete fulfillment of his talents. ”

Several of the interviewed leaders made the point
that competition had its value — noting that the desire to

excel was a stimulant to superior performance and that this in

turn has enhanced the over-all reputation of the profession.
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Nearly all of the leaders were optimistic about
the future of small firms; but, perhaps significantly, the

few who did exhibit a gloomy mood were local practitioners.
The majority view is reflected in these excerpts

from two of the interview reports:

1.

"Mr. ---- is confident that the local
practitioner need not be concerned about his
fate: he will always be needed.
"The larger firms not only face a severe
personnel shortage; they have overhead commit
ments because of their size which force them
to charge a higher level of fees than required
in small professional organizations . The traffic
in clients is not likely to injure the local
firms. Clients involved in an expanding opera
tion may gravitate to the larger firms; but
the larger firms will no doubt be divesting
themselves of non-growth clients to the advan
tage of their colleagues in smaller practice
units."

2.

"Mr. ---- concedes that the larger firms,
including his own, has expanded enormously in
the last decade or so; but he points out that
a considerable amount of this expansion has
resulted from additional services rendered to
existing clientele.

"Nor is he about to proclaim the demise
of the smaller firm. He suspects that, pro
portionately to their original size, they have
grown as rapidly as the larger firms, and he
is convinced that they will continue to prosper.

"He recognizes that there is a fairly
steady transfer of expanding clients from the
smaller to the larger practice units; but he
contends that a similar transfer of clients
occurs between the larger and smaller firms
and, of course, the establishment of new busi
nesses provides tremendous opportunities for
firms of all sizes. "
However, as mentioned earlier, this optimistic judg
ment on the destiny of small firms was not endorsed by several
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leaders associated with local practices.

The somewhat dole

ful forecast of one of them was summarized in these words:

"Mr. ---- believes that the small firm
must ultimately reconcile itself to an early
demise.
"Several factors are at work, in his view,
to suggest that it cannot hope to compete suc
cessfully with the larger firms.

"One of them is the high cost of recruit
ing capable young men.
This involves more than
the mere introductory salary offer; the small
firm cannot provide attractive opportunities for
in-house training, for service to glamorous
clients of world-wide reputation, for experience
in a wide variety of situations under the direc
tion of different supervisors. Moreover, the
small firm has lost, in an era of rapid transpor
tation, its old advantage of easier accessibility
to its clients; and, indeed, it may lack the
specialized skills to offer the well-rounded
service required by its clients.
"Mr. ---- does not envision that profes
sional practice will largely shift to the ’Big
Eight’. There will be, in his opinion, a grow
ing number of substantial regional or seminational firms. But an increasing percentage
of practice will be conducted by the largest and
medium-sized firms.
"This, in his judgment, may not be a de
plorable trend; it may well result in an im
proved quality of accounting service.
It also
portends the division of the profession into
two levels of practice — a development which
will have to be taken into account if the unity
of the profession is to be preserved."

A number of the interviewed leaders seemed to be
far more troubled by the plight of the medium-sized local

or regional firm.

The senior partner of a national firm focussed on
one of the problems confronting them:
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is concerned about the medium
"Mr
sized firms who are victims of corporate mergers
or who are often shunted aside, largely at the
insistence of underwriters, when major clients
seek public financing.

"But he doubts whether professional soci
eties, including the Institute, can be effective
in reversing the strong economic forces which
are responsible for this development. The firms
represented in the AICPA, like his own, must
simply organize to keep in closer touch with
the developing needs of their clients.

"This means that they must be alert to
the requirements and aspirations of their clients;
that they must anticipate the future development
of their client’s business; that they must be
ready to assist — indeed, to provide assistance
even before the need has been fully recognized —
in achieving sound expansion, diversification,
merger or additional financial resources.
"This is the only effective way, in his
view, of solidifying the position of an exist
ing auditor."

The top partner of a medium-sized firm expanded on

this theme in his interview:

thinks that there will always
"Mr
be a place for progressive, efficient, wellorganized practice units of modest size. They
will survive and prosper, however, only if they
do a proper housekeeping job — paying adequate
attention to the administrative aspects of
practice, developing suitable partnership agree
ments, carefully planning for succession at the
leadership level.
"The medium-sized local or regional firm,
in his view, may have the hardest time of all.
"They are too large to draw much suste
nance from a clientele which requires only
limited accounting assistance; and they are
too small to be able to provide all of the
skills which may be needed by rapidly growing
companies in scattered locations.
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endure the frustrations of helping clients to
expand — only to lose them through corporate
mergers. The larger firms also lose major
clients in this way; but they also acquire
them through the same process. The replace
ments in a medium-sized firm are almost in
variably smaller than the client who vanished
in a merger.

"If it is to remain competitive, moreover,
the medium-sized firm has many of the same re
quirements as the large firm with infinitely
greater resources — personnel of quality,
specialized talent, training facilities, etc.
"Mr. --—-- suggests that one source of
additional strength for the medium-sized firm
is the association of firms. By joining an
existing federation (or creating a new one),
the local or regional practitioner can profit
by an exchange of know-how on administrative
problems, gain access to special talents and
provide additional staff training. Mr. ---believes the first of these advantages is
particularly important because most faltering
firms can trace their difficulty back to poor
internal management."

In these appraisals of the current state of rela
tions between firms within the profession, several points of

friction were mentioned.
One of them, cited often by leaders associated with
small firms, was the difficulties of local practitioners in

recruiting.

1.

Three excerpts from interview reports:
"If asked to choose the priority problem
of the profession, Mr. ---- would select the
attraction of competent young people to its
ranks. . .

"It is only in this area of recruiting that
Mr. —— has any sharp criticism to offer of
the larger firms. He believes that, in their
eagerness to obtain recruits, they have been
guilty of downgrading the value of employment
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that they have sought to persuade college instruc
tors to join in the deprecation of local firms."

2.

"Mr. ----- notes that beginning salaries
offered to college graduates by the major firms
have reached a level which smaller practitioners
cannot match. Because of the character of their
clientele and the nature of the work performed
for them, the smaller firms are unable -- or at
least feel unable -- to charge enough for their
services to obtain the funds to compete effec
tively in the recruiting market. Nor can many
of them afford an organized and persistent re
cruiting effort on college campuses.

"The result, Mr. ----- points out, is that
all or nearly all of the prime prospects are
joining the national firms, and the calibre
of the young professional staffs in the smaller
firm is sharply declining.

"As an indication of the trend, Mr. ----cites the fact that nearly half of the appli
cants for membership in the New York State
Society in a recent month were affiliated with
the eight largest firms. This may be explain
ed in part by the policy of many of these firms
to require or provide membership in the state
organizations — a practice which may not be so
common among the smaller firms. Regardless of
the cause, Mr. ----- believes that the statistic
has some significance in highlighting a trend to
concentration within the profession."
3.

"One of the difficulties confronting the
smaller firm is the acquisition of young talent
in the face of the organized recruiting pro
grams of the national firms and their handsome
salary offers.

"Mr. ----- thinks that there is little that
the Institute can do about this situation; nor
does he believe that the larger firms can afford,
in view of their own imperative need for per
sonnel, to stand aside for the local practitioners.
The latter simply have to match the offers which
college graduates can command from various po
tential employers.
If their fees cannot support
the higher salaries, they will have to adjust
them upward — or curtail the rendition of services
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which cannot justify increased charges.
"They have no other choice, in his opinion,
than to tie the price of their product to the
cost of delivering it — except to inflict a
hardship on themselves and on all those associ
ated with them (including their families)."

The recruiting problem, of course, is not restricted

to small firms.

All of the national firm partners who were

consulted would subscribe to this excerpt from an interview
report:

"Mr. ---- feels that the growth of all
firms is limited by only one factor: the lack
of a sufficient supply of capable young re
cruits .

"He submits that this is one of the para
mount problems of the profession -- a problem
that needs considerably more attention.
"It may well be, in his view, that a solu
tion can be found in utilizing a ’technician'
class to perform some of the routine, though
important, tasks Involved in auditing engage
ments -- and he understands that several firms
are engaged in some limited experiments along
these lines.
"Mr. ----- is not optimistic, however,
about reducing the turn-over in trained staff
when so many inviting opportunities for toppaying positions are available to them outside
of the profession."

Another source of tension mentioned during the

interviews was the publications programs of the larger firms:
"Mr. ---- - is concerned about the growing
flood of firm literature -- glossy brochures
designed for recruiting purposes, multi-colored
periodicals distributed to employees and
clients, technical material circulated to
clients and occasionally beyond that circle.

"He concedes that these activities, if the
distribution is properly controlled (a feat in
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if one firm develops a substantial publishing
operation, the others feel obliged to follow —
and the competition in this area places a further
strain on relations between the firms. ”
Another of the leaders — the managing partner of a

national firm — expressed regret over the prevalence of a

"go-it-alone" attitude on the part of his fellow practitioners:

"Mr. ---- - thinks that some firms are de
termined to develop and then to exploit every
competitive ’edge.'
"It is for this reason, he concludes, that
they appear to be insistent upon organizing
their own training programs, conducting their
own research, producing their own publications,
exploring their own information retrieval
systems, etc. These efforts represent a tragic
duplication of effort -- a tremendous dollar
waste. It would be far better if the firms
joined in a combined program to accomplish the
same results; but none of the larger firms
apparently believes that it can afford, in
terms of competitive advantage, to subordinate
its identity in a common endeavor through the
Institute."
Although few of the leaders were dismayed by the
level of competition within the profession, there was an

undercurrent of apprehension about it in almost every inter
view.

Moreover, as indicated earlier, some viewed the
degree of competition with extreme distaste and spoke of it

with considerable emotion.

They suggested that there should be a renewed commit
ment to the ideals of professionalism, and that every practice
which might generate internal strife should be condemned.
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They mentioned the heavy emphasis placed upon the
acquisition of clients in the promotion of staff —• noting

that some firms even reward those who bring clients into the
fold by paying them a "commission".

They argued that such

practices were so crass and so likely to promote unprofess
ional conduct that no firm should adopt them.

They deplored the apparent dissension within the
"power structure" of the profession, with deep divisions
occurring on issues of crucial importance.
They lamented the combative quality of practice,

and the apparently growing habit of one firm to deprecate the

worth of another.
They contended that each clash between firms leads

to reprisals of one sort or another, and that this constant

escalation of the silent war could ultimately imperil the
reputation of the profession — indeed, could even discredit

the CPAs’ claim to professional status.
Those who hold these views represent only a small
minority within the interviewed group; but the fact that they

do hold them -- and particularly that they do so with such

intensity of

feeling —> deserves to be emphasized.

8. An Evaluation of the Institute
The Institute, on the whole, received a warm endorse

ment from nearly all of the leaders who were interviewed —
though, in appraising the significance of that verdict, it
must be remembered that all of them have been active in its
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affairs and might thus be more inclined to take a charitable
view than those less familiar with its operations.
One typical judgment is reflected in the following
excerpt from an interview report:

"Mr. ----- has a high regard for the per
formance of the Institute. He has the impres
sion that it has been far more alert to chang
ing conditions and far more willing to adjust
to them than other professional societies —
and, consequently, has gained greater respect
both among its members and influential out
siders. He cited, in contrast, what he regards
as the benighted approach of the American Medical
Association which failed to deal with the rising
cost of medical care (thus inviting the imposi
tion of Medicare upon it) and which is now fail
ing to tackle vigorously the abuses under the
Medicare program (at a further cost in public
esteem). . .

"He thinks the Institute’s membership
shares his good opinion of the organization
and is generally eager to assure it of ade
quate resources. If this entails the acqui
sition of some additional high-paid staff (and
he believes it does), then he is confident
that members would readily accept the need to
augment its income through higher dues."

This subject of added staff personnel — and the
cost inherent in their acquisition — emerged in a number
of the interviews.

One of the reports reads:

"Mr. ----- sees considerable merit in
adding to the strength of the staff by the
engagement of additional top-flight CPAs.

"This, he concedes, will be expensive;
but he believes that the funds would be forth
coming from the larger firms, particularly if
they recognized that this additional invest
ment in the Institute would be off-set in some
degree by the costs already being incurred by
the heavy involvement of their own personnel
in the technical affairs of the Institute.
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"Yet Mr. —--- is aware of the fact that
some members already complain about the level
of Institute dues. Moreover, the work which
the larger firms believe is urgently needed in
the area of technical standards seems rather
remote to many local practitioners — even
though their judgment about its relevance to
their direct self-interest may be faulty.

"Mr. ----- suggests that this problem of
adequately funding the technical work of the
Institute is one which merits serious study.
The creation of the Accounting Research
Association -- largely a fund-raising approach
to firms rather than individual members via
the dues structure -- may offer some promise.
But if the larger practice units were asked
to pay substantially more than is now expected
of them, Mr. —— suspects that the cry of
'big firm domination5 would be heard throughout
the land. Nonetheless, he feels that this is a
chance worth taking in order to get the job done.
This concept of the Institute was endorsed in another

of the interviews:
"Mr. —suggests that it would be well
to recognize that the Institute’s leadership is
now generally convinced that its resources —
in financial support and in manpower — must be
increased.

"In the past, the AICPA has been, in his
view, overly preoccupied with maintaining the
political health of the organization; it is now
abundantly clear that its primary task is to
ensure a prompt establishment of technical
standards. This involves the necessity of
acquiring a substantial force of highly quali
fied CPAs — at least a half dozen people —
who can command the respect of the profession.

"Mr. —--- recognizes that this will not
be easy. It will entail a heavy burden on the
currently limited funds of the Institute; and
it will be difficult to attract superior
people when their authority to act may be
severely limited by the necessity of constant
consultation with volunteers. The frustrations
of such a role, he admits, must be occasionally
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barrier to the recruitment of top-flight people
could be overcome if they were joining col
leagues on a widely admired staff."

The interviewed leaders were by no means unanimous

in their praise of the Institute.

A number of them had com

plaints to register against it — or suggestions for modifica
tion in its approaches.

Thus one of the interview reports:

"The recurring problem of fund-raising
reminded Mr. -——- that the Institute has per
sisted in operating on the assumption that it
is an organization of individuals and in ignor
ing the fact that most of its practicing members
operate through firms.

"In the opinion of Mr. ---- , this approach
not only compounds its difficulties in obtain
ing adequate funds; it also leads to strange
dilemmas in enforcing its ethical rules. Mr. —
believes that the Institute needs to consider
whether its disciplinary procedures ought not
to take more into account the fact that any
alleged departure from professional standards
involve firms and not just individuals —
particularly since the responsible members may
be extremely difficult to identify. In addition,
he would urge the Institute to press for a
coordinated disciplinary effort in order to avoid
confronting practitioners with the necessity of
defending themselves in several forums."

Another of the leaders was more harsh in his indict
ment of the organization:
"Mr. —argues that one of the principal
weaknesses of the Institute is its preoccupation
with ’democracy’ — a diversion of much of its
resources to maintaining a cordial relationship
between various members and between various
practice elements within the profession. In
his view, the Institute ought to rely more
heavily upon the state societies to promote a
friendly attitude within the profession’s ranks,
thus freeing it to concentrate on the substantive
issues of practice.

-
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"In Mr. —’s opinion, this preoccupa
tion of the Institute with ’democracy’ is clearly
reflected in its committee structure. The in
sistence on a regular rotation of membership on
committees and the practice of ensuring that all
major firms are represented on every ’senior’
committee virtually guarantees their impotence.

"On the other hand, he recognizes that the
decisions of the principal committees, particu
larly those with rule-making authority, can
affect the day-to-day practice of firms. Con
sequently, he believes the larger firms — even
if not represented on these committees — must
be kept promptly informed about their delibera
tions. "
The general view of the Institute can be summarized

in these words:

As the instrument of the accounting profession, the
Institute has a considerable amount of work to do.

It needs

to make some painful adjustment to a remarkable growth; it

needs to add substantially to the technical competence of
its staff; it needs to minimize the divisive tendencies which

will be generated by the changing character of practice; and

it needs to acquire the resources in money and manpower to
redeem the commitment set forth in the structure committee’s

report that it should be a "distinguished" organization.
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This has been a fascinating pilgrimage for me.
It would be almost impossible to provide a concise

summary of what I have learned —• or, more accurately, what

I think I have learned — from this introspective exercise.

It seems to me more appropriate to do what I have already
done:

present the views of this selected group of the pro

fession’s leaders directly, without any attempt to interpret
them or to challenge their validity.

Yet no one could return from a mission like this

without having some personal impressions.
*

*

*

*

I have gained a measure of comfort, for example,

in learning that most of those interviewed are relatively

serene in the face of a considerable amount of adverse com
ment about the profession in the press and on public plat
forms.

These men do not lead monastic lives insulated from

the realities of the marketplace; on the contrary, they are

constantly exposed to a wide range of citizens —- fellow

partners, clients, bankers, public officials, etc.

Moreover,

since most of them have been active in the governing bodies

of the Institute, they have received over the years a steady
flow of clippings of news stories and magazine articles
about the profession from the AICPA’s public relations staff.

Nonetheless, it seems to me that it would be ill-

advised to assume that any group can see itself as others
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In these interviews, the participants may well have
been looking into a mirror.

The mirror does not lie, of course;

but the image reflected in it may be distorted by the observ

er’s own aspirations or colored by his own experiences.

The background memorandum which led to this series

of interviews suggested that others might profitably be
officials at the SEC, representatives of the

consulted:

stock exchanges, interested members of the academic comm

unity.

The planning committee’s paper on public relations,

published in the September, 1967, issue of The Journal of
Accountancy, also proposed a periodic survey of public atti

tudes toward the profession — a project which has not yet

been authorized.

One of the profession's prominent members,

in addition, has advocated the insertion of a series of ads

in major newspapers inviting readers to register complaints
about the profession’s work with the Institute — an idea

which has generated little enthusiasm among the Institute’s

officialdom.
None of these proposals may be the right approach
to gaining an objective appraisal of evolving public reactions

to the profession.
But I cannot escape a sense of unease over placing

so much reliance upon a self-assessment of the CPAs' stand
ing with the public -- particularly with the "users” of
their principal product.

At a minimum, some thought should
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be given to developing an "early warning" system for the
profession so that it is not surprised — as other institu

tions have been surprised — by a lethal attack which may
have been in preparation for some time.

*

*
*

*
*

*
*

The interviews also revealed a fairly general satis
faction with the current performance of the Accounting Prin

ciples Board — though a few strongly dissented from this
judgment and dolefully predicted the demise of the Board.
But while a wide commitment exists to the basic

objective of the APB, there remains some sharp disagreement

over how it should proceed in advancing toward its goal.

It

is to be hoped,that these points in dispute will not produce
a protracted struggle in the all-or-nothing spirit which

occasionally infects CPAs.

This is not a new concern of mine.

It led me, in

a report to the 1968 spring meeting of Council, to make these
comments:

"One of the profession’s problems, surely,
is its rather leisurely pace in resolving its
problems.
This was a complaint registered
fairly frequently by members consulted by the
structure committee a few years ago, and the
revision of the bylaws was largely designed
to improve the Institute’s decision-making
process.
"But more than an overhaul of the organiza
tion’s governmental machinery is required.
There must also be a commitment to the timely
disposal of policy issues — particularly in
the technical area.
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latter issues is not wholly in their inherent
complexity. It is at least in part due to the
reluctance of individuals to subordinate their
personal preferences in order to facilitate the
attainment of a common goal. This is not a
plea for a vow of silence from dissenters — for
obviously that would create a stultifying atmos
phere in which new ideas might never flourish
and new approaches might never be considered.
The naysayers need to be cherished because they
provide insurance against the ever-present
danger of a tyranny of a complacent majority.

"But there is rarely any single right way
in accounting. It is a pragmatic art, with
much of its value derived from its utilitarian
character. It is an indispensable method of
imposing order on chaotic information and of
thus acquiring the basis for sound decisions.
It is a language which, like all forms of com
munication, must be constantly modified to
increase its effectiveness.
"Yet, at times, the debates within the
profession over technical issues must seem to
outside observers to resemble the dusty disputa
tion of medieval monks exploring abstruse points
of theology.

"No one, of course, should overlook the
remarkable dedication of members who serve on
committees of the Institute. The value of
their contributions to the advancement of the
profession is beyond calculation. But an un
compromising insistence upon individual prefer
ences can become at some point a form of self
indulgence — the pursuit of perfection, if
carried to excess, can create a barrier to
progress. For it ought never to be forgotten
that a failure to reach a decision in a timely
fashion is a serious decision in itself —•
which often carries with it severe consequences
for the profession."
After this series of interviews, I still think
those observations have some pertinence and validity.

For

the fate of the APB will not be decided on the basis of its
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past accomplishments; it will be determined by what it does
tomorrow and next year and the year after that.

It must, in

other words, continuously prove itself; and it can really
succeed only if all concerned are determined to make it

succeed — even at the cost of subordinating individual
judgments to permit a collective decision within a reason
able period of time.

*

*

*

*

The comments of these leaders on the degree of

competition within the profession are rather troubling.

I can derive some comfort from the majority’s
estimate that competition between members is keen but not
excessive.

But this reassurance is diminished by the few

who spoke with passion about the degrading behavior of

some of their colleagues.

This minority of disaffected

leaders can be ignored only at the peril of encouraging a

fateful division within the profession.

I was disturbed by another element in this situa
tion.

On a pledge of confidentiality, each of the inter
viewed leaders was asked to rank firms in order of their

"aggressiveness".

A few firms emerged regularly at the top

of this "hiss parade"; but nearly every major firm appeared

on someone’s list.
This may only demonstrate that any firm with a
multiple-office setup will have difficulties in restraining
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some of them from engaging in conduct which can create intra
professional dissension.

But it may also suggest that every firm needs to
reexamine its policies affecting the day-to-day behavior
of its personnel — and the effectiveness with which those
policies are translated into action throughout the firm.

I spoke some years ago to a meeting of partners
in a good-sized firm.

It was, of course, a high-minded

speech on professional ideals.

I was followed to the plat

form by the firm's managing partner who, after a gracious
comment on the talk, proceeded to outline the growth "targets"
of the firm for next year and the aids to be provided by the
headquarters office to enable each local office to achieve

its assigned goal.

There is, naturally, nothing wrong with

establishing objectives; it is, indeed, an essential strategy
for inspiring and measuring progress in any organization.
Yet if this is unduly emphasized — if it is not accompanied,

at least, by an insistence upon fidelity to a professional
mode of behavior — the result can be an uncongenial atmos

phere in practice.

The Institute and the state societies can exhort
members to remain faithful to the spirit of the profession ’s

code of ethics -- and they can bring charges against those
who violate the letter of the code.

But exhortation and discipline are not enough.
The general tone of practice will be elevated only
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by the voluntary actions of the membership — particularly
of those members who have the authority to set the character

of their firm’s practice.
*

*

*

*

Many of the interviewed leaders, directly or by

implication, summoned the Institute to devote substantially

more of its resources to the establishment of technical
standards for the guidance of the profession.

This, in some degree, has already occurred.

If the trend continues, it will markedly change

the nature of the organization — making it a less fraternal
society concerned with the personal needs of its members.

Obviously, a few of the leaders would rejoice at
this transformation; they already believe that the Institute
has been too obsessed with "democracy".

There is much to be said in deprecation, as well
as in praise, of a democratic institution.

served:

Plato once ob

"Democracy.. . is a charming form of government,

full of variety and disorder, and dispensing a sort of
equality to equals and unequals alike."

The granting of

"a sort of equality" to all may lead to some absurdities
and inefficiencies; but it can also generate a loyalty

which endows an organization with considerable strength.
I am convinced that the Institute will be concen
trating a high proportion of its efforts into the delinea

tion of technical standards in the years ahead.
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done.

It would be disastrous, in my judgment, if the
Institute appeared to be totally indifferent to the concerns
of all its members.

One of the interviewed leaders paid a

warm tribute to John Carey who, he said, had always encouraged

open discussion of issues even if they were controversial
and who listened attentively himself to every member.

receptivity to new ideas," this leader said,

"That

"combined with

Jack’s refusal to be a captive of any segment of the member
ship, provided considerable reassurance to the rank-and-file

member.

I suggest that the same approach should be required

of all key staff executives."
That injunction makes sense to me; and I reject

the notion that this endorsement reflects a blind allegiance
to an old-fashioned concept of the Institute.

The truth of the matter is that a neglect of the
human element in any organization can provoke revolts.

That

happened in the early history of the U.S. profession — and
for decades the Institute and its rival organization spent

a good deal of time in demeaning and profitless discord.

The profession really began to move only when unity had
been restored.

It would be senseless to stumble into a

repetition of that grievous error.
The disruptive effects of a major shift in the

Institute’s priorities could no doubt be minimized if the
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state societies assumed a larger role in providing a "pointof-contact" for AICPA members.

This might mean nothing

more than an expansion of their present activities; or it
could mean a fundamental reexamination of the relationship

between the Institute and the state societies (e.g., a

further consideration of the "concurrent membership" pro
posal) .

But, one way or another, some adjustments in the

profession’s organizations are likely to be needed as the

basic character of the Institute continues to change from
a fraternal organization to a rule-making authority.

*

*

*

*

Throughout the interviews, there were constant
demands for an enlarged effort in all areas of the Institute's
operations — technical research, recruiting, ethics and

surveillance of the technical performance of members, com
munications both within and outside of the profession,

assistance to state societies, coverage of Washington, in
ternational relations, elevation of legislative standards

governing professional practice.

.

.

The list is almost

endless.
The cost of implementing all these ideas far ex

ceeds the current financial resources of the organization.

Some of the leaders would simply increase the
dues to produce the required level of revenue — though

they recognize that this would drive a substantial number
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of the less affluent members out of the organization.
would not dismay them.

This

They regard the departing members as

"peripheral” in any case and question whether the desire to
retain them should be permitted to foreclose the acquisition
of the funds needed for an expanded program.
But most of the leaders appear to be convinced

that other means must be found.
They think the Institute must look to the firms
represented in the AICPA membership to furnish the additional

revenue.

The Accounting Research Association, of course, is

established along these lines — with dues related to the

number of professional personnel in each of the member
firms.

But it is a voluntary organization, and only a

limited number of firms have joined it.

There can be little doubt that substantial funds
are available within the profession.

Most estimates of the

annual gross fees collected by firms represented in the

AICPA membership exceed a billion dollars; even one percent
of this gross would furnish more than three times the

current revenue from dues.

But it remains to be seen whether — and on what
basis — the profession is prepared to provide the finan
cial strength which will be necessary if all that everyone
wants the Institute to do is to be done.

Even with greatly expanded resources, however,
it is also clear that the Institute needs some better
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The staff has been at

work at devising such a system for the last year or so.

It

remains one of our priority tasks; but no one is under any
illusion that the creation of an effective cost/benefit
system in a "conglomerate” organization like the Institute,

with the power to commit its resources diffused throughout
its structure, will be easy.

*

*

*

*

Few of the consultants doubted that the profession

would continue to grow and prosper.

The view of the future

composition of the profession, however, differed greatly
among them.

Some did not anticipate any major change in the

mix of firms in practice; others were absolutely certain

that the larger firms would acquire an increasing propor
tion of the total accounting work.

These latter envisioned

a growing gap in size between the larger and smaller.

There is some evidence to support this latter
view -- though it is by no means conclusive.

The percentage

of Institute members affiliated with the eight largest firms
to the total membership Increased from a little over 15 to

17 percent last year.

That trend seems to be continuing

in the first quarter of the new year.

It might be even

more pronounced if the relative percentages for the 25

largest were analyzed.

None of these observations should be misconstrued
as proclaiming the doom of local firms; there seems every

88
reason to believe that they are sharing in the general

It simply is not in the cards

prosperity of the profession.

that the vast bulk of accounting work will gravitate to a
relatively few firms.
Nor should the growth of the large firms be re

garded as the deplorable result of evil machinations -- a

foul conspiracy on the part of avaricious men to seek a
monopoly in accounting.

As I said at last spring’s Council

meeting, the growth is largely a response to economic forces

beyond the abilities of anyone or any organization to resist.
Yet this fact of life -- this fact of the existence

of some giant accounting firms (and a growing number of them)

-- surely has some significance for professional societies.
It may be difficult to assess the development; it may be
even more difficult to determine how the professional

societies may be obliged to adjust to it.

But I would

suggest that it would be a fatal mistake to ignore such an
important change in the composition of the profession.
*

*

*

*

The interviews have instilled in me an even

greater respect for the leadership of this profession.
I do not mean that I am convinced of the sagacity

of all that I have heard — and, as mentioned in the intro
duction, all of the participants cannot be right since they

hold differing and often contradictory views.
Some of them also appear to me to derive an
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profession over the last few decades.

Bemused by the past,

they may be tempted to walk backward into the future; and
this is obviously hazardous.
Others seem to display an almost masochistic

delight in proclaiming the shortcomings of their profession.
These men, apparently, are satisfied with nothing less than

instant perfection.

Since this is rarely achieved in human

institutions, they are almost constantly in a slough of
despond -- and, what is worse, seem hag-ridden by guilt.

It

is one thing, of course, to set high goals and strive val

iantly to accomplish them; it is quite another thing to
pursue perfection and then indulge in self-flagellation
when the pursuit proves to be futile.

Yet every one of these men is a remarkable in
dividual.

in common

They differ in many respects; but they have much
a high level of intelligence, an incredible

capacity for work, an often impressive eloquence in express

ing their views, a strong sense of dedication to the pro

fession.
It may be regarded as a form of literary embroi

dery; but I insist that I am making merely a statement of

fact when I conclude this report by observing:
No one, surely, needs to despair about a pro

fession which has such people in it.

February 16, 1970

APPENDIX A

Reexamination of the Position of Independent Auditors
Basis for Interviews

1.

The "Image"
An examination of published references to the

accounting profession from 1962 to 1969 suggests that
the profession’s public image is far from satisfactory.
The press clippings are voluminous, and many of them

are critical.

It seems likely that the man in the

street — even Wall Street — who reads the financial
columns has suffered some loss of faith in independent
audits.
Headlines contain such inflamatory phrases as

"credibility gap," "Information gap," "crisis of confi
dence," "embattled CPAs," "gobbledygook," and other

uncomplimentary expressions.
It can be argued that impressions created by
publicity of this nature are transitory, and that this
too shall pass.

No one really knows the depth or the

extent of adverse public opinion created by seven years
of intermittent criticism in the press.

Perhaps a

public-opinion survey would provide a clue and possibly

we should undertake such a survey.

In the absence of better evidence than is now
available, however, it seems wise to assume that the
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profession’s image is not all that we would like it to

be; to analyze the cause of adverse reactions; and to
decide what, if anything, should be done to counteract
them.

The situation should be of concern to corporate

management, as well as to the accounting profession,
since a loss of confidence in auditors strongly implies
a loss of confidence in corporate financial reports.

The tone of articles in the press suggests that auditors
are not adequately protecting Investors against manage
ments’ alleged Inclination to manipulate earnings.

Widespread skepticism about the reliability of corporate

reports could have serious consequences.

The stock

exchanges and the SEC, which have assumed heavy responsi
bilities for the quality of corporate reporting, also have
a legitimate interest in this situation.

Any examination of the problem, therefore,

should Include consultation with the stock exchanges, the
SEC, and interested members of the academic community.
2.

What to Do?

If it is decided to undertake analysis of the
situation, the first step should be to identify the

problem areas, and to ascertain whether there is agreement
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within the profession itself as to means of achieving
satisfactory solutions.
A fundamental question is whether the critical

publicity is entirely the result of misunderstanding of
the nature of accounting and the role of the auditor,
or, on the other hand, whether the traditional assumptions
about the form and content of financial statements, and

the responsibilities of auditors, are inadequate in the

modern environment.

To put it another way, is the "problem" the
result of poor communication, or is there something

unsatisfactory about what is being communicated?

Or is

it a combination of the two?

The answers to these questions require examina
tion of the criticisms which have been published.

They

fall into easily distinguishable patterns:
1.

Lack of comparability of reported earnings

of different companies in the same industry.

2.

The wide variety of accepted methods of

accounting under GAAP.
3.

The slow pace of the APB in narrowing

areas of difference.

4.

auditors.

Doubts about the true Independence of
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5.

Confusion about the proper responsibilities

of auditors.
6.

Difficulties in analyzing financial state

ments, due to insufficient disclosures.
These questions obviously are all Interrelated.

Under each of them there are subquestions:

1.

Comparability

Conceding that absolute comparability is un

attainable, since application of principles requires
judgment in each case, why cannot unnecessary obstacles

to comparability be eliminated by agreement on principles?
For example, should management be able by merely

technical arrangements to make an acquisition either by
pooling or purchase, or to secure an asset by purchase or

leasing, regardless of substantive differences in the
circumstances?
The Institute has declared that different

methods of accounting are justifiable only by differences
in circumstances, and it has been given credit in some
quarters for taking this stand.

Does this mean looking

through purely legalistic "circumstances" and trying
to make "like substance look alike"?
The investment credit is most frequently cited
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as an obstancel to comparability which the Institute has
been unable to eliminate, although the accounting is not

complicated by differences in circumstances.

The role

of the SEC in this situation is not widely understood.
Should the Institute press the SEC to resolve the issue,

or remain apparently defeated?
2.

Generally accepted accounting principles
The vagueness of the concept of GAAP has been

disturbing to many financial writers.

Some ask whether

it means that the "best" principle has been followed, or
the "most popular."

One article quotes a CPA as saying

that GAAP leave "latitude as wide as a whale’s mouth."
The Institute now requires disclosure of depar

tures from APB Opinions.

But there are more areas of

significance on which APB has not spoken than those on
which it has issued opinions.
The question has been raised whether an auditor

will qualify his opinion if a client insists on adopting

a principle which has substantial authoritative support
in recent practice, and has not been outlawed by the SEC

or the APB, but which the auditor himself believes is not
the best principle to be used in the circumstances.

If the answer is negative, does this mean that
the least desirable "accepted" principles tend to drive
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out the most desirable — desirable from the viewpoint

of stockholders and investors, that is?

3.

The APB

It has been widely noted that the APB has
issued only 12 opinions in nine years, and that some of

these have been reversals or modifications of earlier
opinions.

(The influence of the more numerous ARBS of

the previous Committee on Accounting Procedure in improving
financial reporting has been widely overlooked, and might

be emphasized to advantage.)

While giving the APB credit for recent

opinions, some financial writers have predicted that it
isn’t moving fast enough to catch up with public needs,
and that the SEC will be forced to take over.

It has been suggested that the reasons for

delays in APB decisions are due to divisions within the

Board Itself, and pressures from without, both from
industry groups and prestigious clients.

The bankers'

defiance of the APB’s exposure draft on bank accounting

has been publicly noted.
It must be conceded that at the present rate of
progress the Board may well be unable to deal with even

the ten most important problem areas within the next ten

years.
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Are the present arrangements the best possible?
Could anything be done to speed up decisions — even
tentative decisions?

4.

Independence

It has been publicly alleged that auditors are
accommodating and flexible, that they are hired and paid,

and can be fired, by corporate management, that "to blow

the whistle on management is to eliminate a client."

Questions have been raised as to possible conflicts of
interest arising from advisory and consulting services

to the management of a company which is then audited by
the same accounting firm.

Repeated assertions of the auditors’ ingrained
independence and objectivity are likely to be regarded as

self-serving, and therefore not persuasive.

Some official

demonstration of the auditor’s authority would be reassur
ing.

Perhaps the stock exchanges would make rules
regarding appointment and changes of auditors that would
convince the public that client pressures can be, and
are, resisted.
The question of advisory services versus inde

pendence is under study in depth, and some definitive
conclusions should be available soon.
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5.

Responsibilities of Auditors
The auditor’s conception of his own responsi

bilities is apparently not understood, or, if understood,

is not wholly acceptable to some observers.
When asked whether the auditor is responsible

to management, to stockholders, or to potential
investors, the CPA usually responds, "To all of them."
He proceeds to explain that the financial statements are
the representations of the client, and that the auditor's
Job is to express a professional opinion as to whether

the statements are fairly presented in accordance with

GAAP.

As already noted, GAAP are now widely regarded
with suspicion as unduly flexible.

cise word.

"Fairly" is an impre

It is not clear whether the auditor’s

opinion means that he believes the statements are fairly

presented, or that they are fairly presented because they
are in accord with GAAP.

The statements are undoubtedly the representa

tions of the client, but auditors often influence the
form of these representations in order that a clean
opinion may be issued.

In such a case, the client could

plausibly argue that the auditor was responsible for the

statements, since the client relied on the expertise of

-
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the auditor in modifying them.

One writer has suggested that the proper role of
the auditor is that of policeman.

The profession properly

rejects this, on the ground that without managements’

confidence and cooperation it would be difficult to make a

satisfactory audit.

If the auditor were regarded in the

same light as an internal revenue agent every legitimate
obstacle might be thrown in his way.
A counter suggestion has been offered, that the

auditor is an umpire among diverse interests which some
times conflict.

This is more appealing, but the role of

umpire presupposes explicit rules of the game, and the

public evidently does not believe that GAAP have attained
that status.

The auditor’s examination of data underlying
financial statements is based on testing and sampling,

the extent of which varies directly with the reliability

of internal control.

He does not profess to detect fraud,

on the ground that an audit for that purpose would be
prohibitively expensive.

The public would doubtless agree

that it would be uneconomic to audit in sufficient detail
to detect immaterial peculations.

But stockholders might

be willing to pay substantial audit fees to provide

assurance against high-level fraud that might result in
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bankruptcy or a severe decline in equity values.
Recent court decisions indicate that auditors

may be held responsible for detection and disclosure of
any material irregularities or errors which would have
an adverse effect on investors' interests.

The question

of whether the auditor's confidential relationship with

the client (management?) prevents such disclosures has

not yet been fully resolved.
The basic question is whether the profession's

concept of the auditor's responsibilities, as developed
over the years in the professional literature, will be
acceptable in today's changed environment.

can be done about it?

If not, what

If nothing can be done about it,

how can the public be persuaded that the historical posi

tion is sound?
6.

The financial statements

The presentation of financial statements in
precise numbers, when in fact they rest largely on Judg

ment and estimate, is an anomaly which has been widely
discussed over the years.

Thirty-odd years ago James M.

Landis, later chairman of SEC, said that as long as there

was no explanation on the face of the statements as to
their imprecise nature, accountants would have to take
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the consequences of the public’s misunderstanding that

they were exact to the penny.
The very form of the financial statements, the

terminology used, and the proliferation of complicated
footnotes, have often been cited as increasing the
difficulty of analysis.

It was proposed in 1932 that corporations be

required to state in their reports the basic accounting
principles followed in preparing their financial state

ments, but no such requirement has been adopted.

Would

it be useful to review this proposal pending resolution

of the major problem areas by the APB?
The basic question is whether nothing can be

done to make financial statements more Intelligible and

informative than at present, or whether there are some
improvements that could be proposed,
3.

What Sparks the Criticism?
Financial writers usually focus on accounting

in conjunction with a "news peg” — some current event
with some relation to accounting.

Such events may be

failures of companies, Involving questions about their

financial statements; lawsuits involving accountants;
releases by the SEC on accounting matters; or speeches or
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articles by individual CPAs or accounting firms which
indicate differences within the profession.

Some writers follow up on events of this kind

by writing background or feature articles on some phase
of the accounting profession, based in part on interviews
with prominent accountants (among whom the writers are

delighted to find differences of opinion), and in part

on what is found in files of clippings from earlier
publications.

Use of the latter source results in repe

tition of earlier criticisms which may be Inaccurate or
unfair.

Nothing can be done to prevent publicity about
failures or lawsuits.

However, closer relations with the SEC, involving

candid discussions of the basic problem areas, might
minimize the number of occasions on which speeches or
releases of the Commission furnish "news pegs" on which

financial writers hang stories which perpetuate criticisms
of the accounting profession made by other writers in
previous years.

Especially harmful are public statements by
members of the profession itself which are critical of
their colleagues, or the APB, or the Institute.

These

create the impression of a house divided, of a profession
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irresolute and confused.

Sensational headlines and

quotations out of context often make reports of such

statements far more damaging than the speaker intended.

Freedom of speech is to be cherished, but progress would
be accelerated by working for improvements from the inside
rather than by blasting the profession in public.

4.

Conclusion
It seems timely for the profession to reexamine

its position — to take a fresh look at the assumptions on

which it has been proceeding in all good faith for many
years.

The first step should be to reexaimne those areas

in which there is public skepticism as to the validity of
these assumptions.

Most questions have been raised in the

area of financial reporting of publicly held companies.
The great majority of these companies are audited by some

twenty accounting firms.

If the leaders of these firms

were in agreement as to what, if anything, should be done
about the situation it should not be difficult to imple

ment their conclusions.

Private conversations with these leaders would
indicate whether a consensus is likely or not, and if

not, the extent and basis of disagreement.

In the light
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of the results it could be decided whether to pursue the

matter further, and if so, how.
Specific questions to be discussed with the

leaders of the indicated firms might include the following:
(1)

Should auditors take any responsibility

for comparability within industries by insisting

on disclosure of the effect on earnings if preferred
principles had been used Instead of accepted

alternatives?

(2)

What should be done about the investment

credit, if anything?
(3)

Should the rather ambiguous short-form

opinion be changed to indicate clearly what the

auditor himself thinks about the fairness of the

statements?
(4)

Are the leaders of the profession

satisfied with the performance of the APB and

the Auditing Committee?

If not, how could these

bodies be made more effective?
(5)

Should an effort be made to have the

Stock Exchange issue rules on election and
dismissal of auditors?

(6)

Can the responsibilities of auditors

be clarified?
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(7)

Should studies be undertaken looking to

more intelligible and informative financial
statements?
(8)

Should an effort be made to have the

Stock Exchange require disclosure of accounting
principles followed by Individual companies?

(9)

Should corporations be urged to include

with their reports a brief statement on the

nature and limitations of financial statements?
(10)

How extensive a campaign should be

undertaken to have the work of the CPA measured
against professional standards rather than against
the transitory beliefs of a lay jury?

(11)

Should the CPA insist on the appointment

of an audit committee?

Should he have the right

to appear at the next shareholder’s meeting after
he has been replaced by another CPA?

#

February 3, 1969

#

#

APPENDIX B

Alphabetical List of Interviewed Leaders
(date of interview in brackets)

1. Marshall S. Armstrong
Geo. S. Olive & Co.
Indianapolis, Indiana
(November 21, 1969)

2. John C. Biegler
Price Waterhouse & Co.
New York, New York
(July 18, 1969)
3. Matthew F. Blake
Hurdman and Cranstoun, Penney & Co.
New York, New York
(October 31, 1969)
Philip L. Defliese
Lybrand, Ross Bros. & Montgomery
New York, New York
(August 20, 1969)

5. Walter E. Hanson
Peat, Marwick, Mitchell & Co.
New York, New York
(April 10, 1969)
6. Clifford V. Heimbucher
Farquhar & Heimbucher
San Francisco, California
(August 3, 1969)
7. Ralph E. Kent
Arthur Young & Company
New York, New York
(January 15, 1969)

8. Louis M. Kessler
Alexander Grant & Company
New York, New York
(February 28, 1969)

2

9. Paul Lambert, Jr.
Lambert and Jones
Washington, D. C.
(June 27, 1969)
10. LeRoy Layton
Main Lafrentz & Co.
New York, New York
(November 3, 1969)

11. Eli Mason
Mason & Company
New York, New York
(July 17, 1969)
12. Walter J. Oliphant
Arthur Andersen & Co.
Chicago, Illinois
(April 22, 1969)

13. Wallace E. Olson
Alexander Grant & Company
Chicago, Illinois
(February 28, 1969)

14. John W. Queenan
Haskins & Sells
New York, New York
(July 25, 1969)
15. Marvin L. Stone
Stone, Gray & Company
Denver, Colorado
(July 23, 1969)

16. Robert M. Trueblood
Touche, Ross & Company
Chicago, Illinois
(March 21, 1969)

